10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

T

BEFORE THE ARIZONA CORPORATION _ ...
RELL.IE

AZ CORP COMMILSION

COMMISSIONERS PR
SUSAN BITTER SMITH - Chairman BOCKET CONTREL
BOB STUMP |

BOB BURNS WIS NOU 6 PM Y YYH
DOUG LITTLE

TOM FORESE

IN THE MATTER OF THE APPLICATION OF | DOCKET NO. E-04204A-15-0142
UNS ELECTRIC, INC. FOR THE
ESTABLISHMENT OF JUST AND
REASONABLE RATES AND CHARGES
DESIGNED TO REALIZE A REASONABLE STAFF’S NOTICE OF FILING
RATE OF RETURN OF THE FAIR VALUE OF | pI[RECT TESTIMONY

THE PROPERTIES OF UNS ELECTRIC, INC.
DEVOTED TO ITS OPERATIONS
THROUGHOUT THE STATE OF ARIZONA,
AND FOR RELATED APPROVALS.

S |

Staff of the Arizona Corporation Commission (“Staff””) hereby files the Direct Testimony of
Elijah Abinah, Donna Mullinax, Barbara Keene, Howard Solganick Eric Van Epps and Candrea

Allen in the above docket.

RESPECTFULLY SUBMITTED this 6™ day of November 2015.

Brian E. Smith, Attbrne

Bridget A. Humphrey, Attorney
Legal Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

(602) 542-3402

Original and thirteen (13) copies
of the foregoing filed this
6™ day of November 2015 with:

Docket Control LRI R TER R AL f a
Arizona Corporation Commission | ‘4{6 ;
1200 West Washington Street B 5
Phoenix, Arizona 85007




Copy of the foregoing mailed and/or emailed
this 6™ day of November 2015 to:

3 Bradley S. Carroll
UNS Electric, Inc.
88 East Broadway Blvd., MS HQE910
Post Office Box 711
Tucson, AZ 85702
bearroll@tep.com

6 Michael W. Patten

7 Jason D. Gellman
Snell & Wilmer LLP

One Arizona Center

8 400 East Van Buren Street
9 Phoenix, AZ 85004
Attorneys for UNS Electric, Inc.
10 mpatten@swlaw.com
jgellman@swlaw.com
H Daniel W. Pozefsky
12 Chief Counsel

Residential Utility Consumer Office
13 1110 W. Washington, Suite 220
Phoenix, AZ 85007
14 dpozefsky(@azruco.gov
Consented to Service by Email

15 INucor Steel Kingman LLC

16 c/o Doug Adams
3000 W. Old Hwy 66
Kingman, AZ 86413

17

18 Eric J. Lacey, Esq.
Stone Mattheis Xenopoulos & Brew, PC

19 | 1o2s Thomas Jefferson St., NW 8" Floor, West
Tower

20 Washington, DC 20007-5201
Attorneys for Nucor Corporation

71 ejl@smxblaw.com

2 Robert J. Metli, Esq.
Munger Chadwick, PLC

73 2398 E. Camelback Rd., Suite 240
Phoenix, AZ 85016

24 Attorneys for Nucor Corporation
rimetli@mungerchadwick.com

25 Lawrence V. Robertson, Jr.

26 P. O. Box 1448
Tubac, AZ 85646
27 Attorney for Noble Americas Energy
Solutions LLC
73 tubaclawyer@aol.com

e


http://bcarroll(ii)tep.com
http://ilk?snixblaw.com
http://i!f'2:munoerchadwick.com

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

Court S. Rich

Rose Law Group pc

7144 East Stetson Drive, Suite 300
Scottsdale, AZ 85251

Attorneys for The Alliance for Solar Choice
crich@roselawgroup.com

Thomas A. Loquvam

Melissa M. Krueger

Pinnacle West Capital Corporation

P.O. Box 53999, MS 8695

Phoenix, AZ 85072-3999

Attorneys for Arizona Public
Service Company

thomas.loguvam(@pinnaclewest.com

Melissa.krueger(@pinnaclewest.com

Gregory Bernosky

Arizona Public Service Company
P.O. Box 53999, MS 9712
Phoenix, AZ 85072-3999
Gregory.Bernosky(@aps.com

Timothy M. Hogan

Arizona Center for Law in the Public Interest
514 W. Roosevelt

Phoenix, AZ 85003

thogan@aclpi.org

Michael Alan Hiatt

Katie Dittelburger

Earthjustice

633 17™ Street, Suite 1600
Denver, CO 80202
mhiatt(@earthjustice.org
kdittelbert@earthjustice.org
Consented to Service by Email

Rick Gilliam

Director of Research and Analysis
The Vote Solar Initiative

1120 Pearl Street, Suite 200
Boulder, CO 80302
Ricki@votesolar.org

Jill Tauber

Managing Attorney, Clean Energy Program
Chinyere A. Osula, Associate Attorney
Earthjustice Washington, DC Office

1625 Massachusetts Avenue, NW, Suite 702
Washington, DC 20036-2212
jtauber(@earthjustice.org

cosuala@earthjustice.org

Ken Wilson

Western Resource Advocates
2260 Baseline Road, Suite 200
Boulder, CO 80302
ken.wilson@westernresources.org

Scott S. Wakefield

Ridenour Hienton, PLLC

201 North Central Avenue, Suite 3300
Phoenix, AZ 85004-1052
swakefield@rhlfirm.com

Steve W. Chriss

Senior Manager, Energy Regulatory Analysis
Wal-Mart Stores, Inc.

2011 S.E. 10™ Street

Bentonville, AR 72716-0550
Stephen.chrissi@wal-mart.com

Jeff Schlegel

SWEEP Arizona Representative
1167 W. Samalayuca Drive
Tucson, AZ 85704-3224
schlegelj@aol.com

Ellen Zuckerman

SWEEP Senior Associate
4231 E. Catalina Drive
Phoenix, AZ 85018
ezuckerman(@swenergy.org

C. Webb Crockett

Patrick J. Black

Fennemore Craig, PC

2394 E. Camelback Road, Suite 600
Phoenix, AZ 85016-3429
werockett@felaw.com
pblack(@fclaw.com

Consented to Service by Email

Meghan H. Grabel

Osborn Maledon, PA

2929 N. Central Avenue, Suite 2100
Phoenix, AZ 85012
mgrabel@omlaw.com

Gary Yaquinto, President & CEO
Arizona Investment Council

2100 N. Central Avenue, Suite 210
Phoenix, AZ 85004
gyaquinto(@arizonaic.org




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

Cynthia Zwick

Arizona Community Action Association
2700 N. 3" Street, Suite 3040

Phoenix, AZ 85004

czwick{wazcaa.org

Timothy Sabo

Snell & Wilmer LLP
One Arizona Center

400 E. Van Buren Street
Phoenix, AZ 85004
Attorneys for Trico
tsabo(@swlaw.com

Vincent Nitido

Trico Electric Cooperative, Inc.
8600 W. Tangerine Road
Marana, AZ 85653
vnitido{@trico.coop

Robert (Kip) Martin

Coogan & Martin, PC

825 N. Grand Avenue, Suite 200
Nogales, AZ 85621

Attorneys for FFPA

Craig A. Marks

Craig A. Marks, PLC

10645 North Tatum Blvd, Suite 200-676
Phoenix, AZ 85028

Attorney for AURA
Craig.Marks(@azbar.org

Consented to Service by Email

Jeffrey W. Crockett

Crockett Law Group, PLL.C

1702 E. Highland Avenue, Suite 204
Phoenix, AZ 85016
jeffiajefferockettlaw.com
kchapman(@ssvec.com

Consented to Service by Email

Mark Holohan, Chairman

Arizona Solar Energy Industries Association

2122 W. Lone Cactus Drive, Suite 2
Phoenix, AZ 85027
info(@ariseia.org

Garry D. Hays

Law Offices of Garry D. Hays, PC
1702 E. Highland Avenue, Suite 204
Phoenix, AZ 85016
ghays@lawgdh.com

Pat Quinn

President and Managing Partner
Arizona Utility Ratepayer Alliance
5521 E. Cholla Street

Scottsdale, AZ 85254
Pat.Quinn47474(@gmail.com

Briana Kobor

Vote Solar

Program Director — DB Regulatory Policy
360 22™ Street, Suite 730

Oakland, CA 94612
briana@yvotesolar.org

Foup (n o



mailto:czwick@,xzcaa.org
http://tsabo(2,swlaw.com
http://Ihchapman'ri:ssvec.com
http://info(Z;ariseia.org

BEFORE THE ARIZONA CORPORATION COMMISSION

SUSAN BITTER SMITH
Chairman

BOB STUMP
Commissioner

BOB BURNS
Commissionet

DOUG LITTLE
Commissioner

TOM FORESE
Commissionet

IN THE MATTER OF THE APPLICATION | DOCKET NO. E-04204A-15-0142
OF UNS ELECTRIC, INC. FOR THE
ESTABLISHMENT OF  JUST  AND
REASONABLE RATES AND CHARGES
DESIGNED TO REALIZE A
REASONABLE RATE OF RETURN ON
THE FAIR VALUE OF THE PROPERTIES
OF UNS ELECTRIC, INC. DEVOTED TO
ITS OPERATIONS THROUGHOUT THE
STATE OF ARIZONA AND RELATED
APPROVALS.

DIRECT
TESTIMONY
OF
ELIJAH ABINAH
ASSISTANT DIRECTOR
UTILITIES DIVISION

ARIZONA CORPORATION COMMISSION

NOVEMBER 6, 2015




TABLE OF CONTENTS




EXECUTIVE SUMMARY
UNS ELECTRIC, INC.
DOCKET NO. E-04204A-15-0142

This testimony will address cost of equity, fair value inctement and capital structure for UNS
Electric, Inc. (“UNSE” or “Company”).

Staff recommends that the Commission grant UNSE a 9.5 petcent cost of equity, 0.50 percent
fair value increment. This is the same cost of equity and fait value increment awarded to UNSE in
Commission Decision No. 74235.

Staff further recommends that the Commission approve the capital structure as proposed by
the Company without any modifications/changes.
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INTRODUCTION
Q. Please state your name, and business address.
A. My name is Elijah Abinah. My business address is 1200 West Washington Street, Phoenix,

Arizona 85007.

Q. Where are you employed and in what capacity?
A. I am employed by the Arizona Corporation Commission (“ACC” or “Commission”) of the

Utilities Division (“Staff”) as Assistant Director.

Q. How long have you been employed with the Utilities Division?

A. I have been employed with the Utilities Division since January 2003.

Q. Please describe your educational background and professional experience.

A. I received a Bachelor of Science degree in Accounting from the Umniversity of Central
Oklahoma in Edmond, Oklahoma. I also received a Master of Management degree from
Southern Nazarene University in Bethany, Oklahoma. Prior to my employment with the ACC,
I was employed by the Oklahoma Corporation Commission for approximately eight and a half

years in various capacities in the Telecommunications Division.

Q. What are your current responsibilities?
A. As Assistant Director, I review submissions that are filed with the Commission and make policy

tecommendations to the Director regarding those filings.

Q. Have you previously submitted testimony before the Commission?

A. Yes.
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Q. What is the purpose of your testimony?

A. The purpose of my testimony is to provide Staff’s recommendations on the subject of cost of
capital.
Q. What is Staffs recommendation?

A. Staff recommends that the Commission grant UNS Electric, Inc. (“UNSE” or “Company”) a
9.5 percent cost of equity and 0.50 percent fair value increment. This is the same cost of equity

and fair value increment awarded to UNSE in Commission Decision No. 74235, issued on

December 31, 2013.

COST OF CAPITAL

Q. Did you perform any Cost of Capital analysis in this case?

A. No.
Q. Are you presenting yourself as an expert witness on the subject of cost of capital?
A. No. Iintend to present Staff’s rationale for utilizing the same cost of capital that was approved

in UNSE’s last rate case in Decision No. 74235.

Q. What is the basis for your recommendation?

A. Staff relies on prior Commission decisions in making its recommendation.

Q. Are you stating that prior Commission decisions are precedential or set a precedent?
A. No. Staff has always maintained that each case stands on its own merit. However, Staff also

believes that prior Commission decisions can be relied on when making recommendations, and

nothing precludes Staff from relying on prior Commission decisions when doing so.
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Q. Can you please explain Staff’s rationale for recommending the cost of capital awarded
the Company in its last rate case?

A. Staff recognizes that cost of capital is an opportunity cost and prospective looking. However,
based on ptior experience, relying a prior Commission decision gives Staff comfort because it
is relevant, reasonable and consistent. For instance, in Docket No. E-04204A-09-0206, Staff
retained David C. Parcell to evaluate the cost of capital aspect of UNSE’s rate case filing. In
that proceeding, Mr. Parcell developed the appropriate capital structure for UNSE. He then
petformed a cost of capital calculation to determine the embedded cost of debt and then
calculated the estimated cost of common equity. In estimating the cost of common equity, M.
Patcell employed three recognized methodologies and applied them to two groups of proxy
utilities. Consistent with Mr. Parcell’s testimony, the three methodologies resulted in a cost of

capital for UNSE that ranged from 7.6 percent to 10.5 percent.

Methodology Range
Discounted Cash flow 9.4% —10.1%
Capital Asset Pricing Model ~ 7.6% - 8.3%
Comparable Earning 9.5% - 10.5%

Based on those findings, Mr. Parcell concluded that the cost of common equity for UNSE was
within the range of 9.5 percent to 10.5 percent. Mr. Parcell further recommended a 10 percent
cost of equity for UNSE. According to Mt. Parcell, 10 percent was the midpoint. In addition,
Mt. Parcell maintained that 10 percent was the cost of capital the Commission approved for

UNSE in its prior rate case.

Q. Did the Commission approve the methodologies and the cost of equity recommended
by Mt. Parcell?
A. The Commission approved the methodologies; however, the Commission decided to award

UNSE a lower cost of equity that was within the range produced by Mr. Parcell’s analysis.
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Q. As it related to the Company’s capital structure and cost of debt, did Mr. Parcell make
any adjustments?
A. No. Mr. Parcell, based on his analyses, went along with the Company’s proposed capital

structure and cost of debt.

Q. Did the Commission find those recommendations to be just, fair and reasonable to the
Company, ratepayers and stakeholders?

A. Yes. In addition, Staff again retained Mr. Parcell to evaluate the cost of capital aspect of
UNSE’s rate case filing in Docket No. E-04204A-12-0504. In that proceeding, Mr. Parcell
developed the appropriate capital structure for UNSE. He then performed a cost of capital
calculation to determine the embedded cost of debt and then calculated the estimated cost of
common equity. In estimating the cost of common equity, Mr. Parcell again employed three
recognized methodologies and applied them to two groups of proxy utilities. Consistent with
Mr. Parcell’s testimony, the three methodologies resulted in a cost of capital for UNSE that

ranged from 8.5 percent to 10 percent.

Methodology Range
Discounted Cash flow 8.5% — 10%
Capital Asset Pricing Model  6.5% - 6.8%
Comparable Earning 9.0% - 9.5%

Based on those findings, Mr. Parcell concluded that the cost of common equity for UNSE
should be within the range of 8.5 percent to 10. percent. Mr. Parcell further recommended a

9.25 percent cost of equity for UNSE.
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Q. Did the Commission approve the methodologies and the cost of equity recommended
by Mr. Parcell?
A. The Commission approved the methodologies; however, the Commission decided to award

UNSE a lower cost of equity that was within the range produced by Mr. Parcell’s analysis.

Q. Did Mzr. Parcell make any adjustments to the Company’s proposed capital structure
and cost of debt in Docket No. E-04204A-12-0504?
A. No. Mz. Parcell, based on his analysis, went along with the Company’s proposed capital

structure and cost of debt.

Q. Did the Commission find those recommendations to be just, fair and reasonable to the
Company, ratepayers and stakeholders?

A. Yes.

Q. In addition to the independent studies petformed by Mr. Parcell in Docket No. E-
04204A-12-0504, what was the outcome of that docket?

A. The Company, Staff and the Residential Utlity Consumer Office (“RUCO") teached a
settlement agreement. The settlement agreement provides for a 9.5 percent cost of equity
which was within the range that the witnesses for the Company, Staff and RUCO each

produced based on their analyses and various methodologies.

Q. Did the Commission approve the settlement agreement?
A. Yes. The Commission found that the agreement reached by the parties was just, fair and

reasonable and was adopted in Decision No. 74235.
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Q. Based on that, does Staff believe the 9.5 percent cost of equity it recommends in this
case is just, fair and reasonable to all parties involved?

A. Yes.

Q. Based on your review of Mr. Parcell’s testimony in prior dockets, does Staff believe that
a cost of capital analysis petformed in the instant case would produce a widely different
result?

A. No. Staff believes that a cost of capital analysis in the docket would produce a similat, if not
identical, range of 8.5 percent to 10.5 percent regardless of the methodologies employed by the

various parties.

Q. What are the other reasons for recommending the cost of equity that was approved in
the Company’s last rate case?

A. Staff timely secured external expert witnesses for many of the work elements identified in this
rate filing through a Request for Proposal (“RFP”) process including Rate Base, Revenue
Requirement, Cost of Service, Rate Design, and Engineering. Remaining work elements such
as Cost of Capital, Rules & Regulations, and Power Supply were assigned internally to Staff.
Ultimately, Staff did not conduct a cost of capital analysis, choosing, instead, to rely on the

analysis of David Parcell and prior Commission Decisions.

Q. Have you had the opportunity to review the Company’s testimony on the subject of cost
of capital?
A. Yes.
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Q. Can you please briefly describe the Company’s proposals?
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A. Yes. For the test year, the Company is proposing the following:

. Long Term Debt: 47.17 percent

. Common Equity: 52.83 percent

. Cost of Equity: 10.35 percent

] Cost of Debt: 4.66 percent

. Fair Value Rate of Return: 6.22 percent

. Fair Value Increment: 1.50 percent

Which Decisions are you referencing?
In making its recommendations, Staff relies on prior Commission Decision Nos. 71914 and

74235.

What was the capital structure proposed by the Company in Docket No. E-04204A-09-
0206?
The Company proposed a capital structure of 54.24 percent long term debt and 45.76 percent

common equity.

What was the cost of common equity and cost of debt proposed by the Company in
Docket No. E-04204A-09-0206?

The Company proposed 11.4 percent cost of equity and 7.05 percent cost of debt.

In Docket No. E-04204A-09-0206, what was Staff's recommendation as it related to the
cost of common equity, cost of debt and capital structure for UNSE?
Staff recommended a 10 percent cost of equity, 7.05 petcent cost of debt, 54.24 capital structure

petcent long term debt and 45.76 percent capital structure.
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Q. What was RUCO’S recommendation?
A. In Docket No. E-04240A-09-0206, RUCO recommended a cost of common equity of 9.25
percent, 7.05 percent cost of debt and a capital structure of 54.24 percent long term debt and

45.76 percent common equity.

Q. In making your recommendation, is Staff relying on any other prior Commission
Decisions?
A. Yes. Staffis also relying on Commissions Decision No. 74235 in making its recommendation.

Q. What was the capital structure proposed by the Company in Docket No. E-04204A-12-
0504?
A. The Company proposed a capital structure of 47.40 percent long term debt and 52.60 percent

common equity.

Q. What was the cost of common equity and cost of debt proposed by the Company in
Docket No. E-04204A-12-0504?

A. The Company proposed 10.5 percent cost of equity and 5.97 percent cost of debt.

Q. In Docket No. E-04204A-12-0504, what was Staff’s recommendation as it related to the
cost of common equity, cost of debt, and capital structure for UNSE?
A. Staff recommended a 9.25 percent cost of equity, 5.97 percent cost of debt and a capital

structure of 47.40 percent long term debt and 52.60 percent common equity.
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Q. What was RUCO’S recommendation?
A. In Docket No. E-04240A-12-0504, RUCO recommended a cost of equity of 8.16 percent, 5.99
petcent cost of debt and a capital structure of 47.40 percent long term debt and 52.60 percent

common equity.

Q. Have you had the opportunity to review the capital structure that was approved by the
Commission in Decision Nos. 71914 and 74235?
A. Yes. The Commission approved the Company’s proposed capital structures without any

modifications or changes.

Q. Have you had the opportunity to review the cost of debt approved by the Commission
in Decision Nos. 71914 and 74235?
A. Yes. In Decision Nos. 71914 and 74235, the Commission awarded UNSE cost of debt of 7.05

percent and 5.97 percent, respectively.

Q. Based on the above, is it appropriate for the Commission to approve the Company’s
proposed capital structure and cost of debt in this rate case?

A. Yes. As stated above, the Commission adopted the capital structure and cost of debt proposed
by the Company in Docket Nos. E-04204A-09-0206 and E-04204A-12-0504 without any
changes or modifications. Staff believes it is appropriate and in the public interest to adopt the

Company’s proposed capital structure and the cost of debt in the instant case.
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Q. Have you had the opportunity to review the cost of equity approved by the Commission
in Decision Nos. 71914 and 74235?

A: Yes. In Decision Nos. 71914 and 74235, the Commission awarded UNSE cost of equity of
9.75 percent and 9.50 percent, respectively.

Q. Does Staff believe the proposed 9.50 percent will accord the Company the opportunity
to earn a reasonable rate of return?

A: Yes. As noted on page 34, lines 6 through line 9, in Commission Decision No 71914, “[t]here

is no mathematical, mechanical, or precise procedure or formula for determining a company’s
cost of capital. Because the cost of capital is an opportunity cost and is prospective-looking, it
can only be estimated. Expetts rely on various analyses to reach recommendations and those

recommendations reflects their use of assumptions and forecasts.”

Based on the above statement, Staff believes estimating the cost of capital at 9.50 percent will
accord the company the opportunity to earn a reasonable return on its investment because it is

consistent with the public interest.

FAIR VALUE RATE OF RETURN AND FAIR VALUE INCREMENT

Q.

In Docket E-04204A-09-0206, what was the fair value rate of return (“FVROR?”)
proposed by the Company, Staff and RUCO?
The Company proposed 6.88 percent, Staff proposed 6.01 percent and RUCO proposed 5.95

percent.

In Decision No. 71914, what was the FVROR adopted by the Commission?

The Commission adopted a FVROR of 6.18 percent.
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Q. What was the fair value increment approved by the Commission in Decision No. 71914
for UNSE?

A. The Commission adopted a 2.1 percent fair value increment for UNSE.

Q. In Decision No. 74235, what was the fair value incrtement that was approved by the

Commission for UNSE?

A. The Commission approved a 0.50 percent fair value increment.

Q. Based on that, is it appropriate for the Commission to approve a similar fair value
increment in this rate case?

A. Yes.

Q. Does Staff have any reason to disagree with the Company’s proposed capital structure,
cost of debt, cost of equity, and fair value increment?

A. No.

Q. Does Staff believe it is in the public interest for the Commission to adopt the proposed
capital structure and cost of debt proposed by the Company?

A. Yes.

Q. Is Staff recommending that the Commission adopt the cost of equity, and fair value
increment as proposed by the Company?

A. No. Staff believes the Commission should adopt and award the same cost of equity, and fair
value inctement that was awarded the Company in Decision No. 74235 because Staff believes

it is relevant, reasonable, and consistent.
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Q. What are Staffs recommendations in this instant case?

A. Staff is recommending the following:

Long Term Debt 47.15%
Common Equity 52.83%
Cost of Debt 4.66%
Cost of Common Equity 9.5%
FVROR Increment 0.50%
Q. Does this conclude your Direct Testimony?

A. Yes, it does.
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EXECUTIVE SUMMARY
UNS ELECTRIC, INC.
DOCKET NO. E-04204A-15-0142

The testimony of Donna Mullinax addresses the following issues, and responds to the
testimony of UNS Electric, Inc. (UNSE or “Company”) witnesses on these issues:

'The Company’s proposed revenue requirement

Staff’s recommended revenue requirement

Adjusted Rate Base

Adjusted Test Year revenues, expenses, and net operating income
Customer Annualization

Depreciation

Property Tax Deferral

Staff’s findings and recommendations for each of these areas are as follows:

The Company’s Proposed Revenue Requirement

UNSE is requesting an increase in base rate revenues of $22.6 million, ot approximately
15.4 percent, based on UNSE’s adjusted retail electric revenues at current rates of $147.1 million.
This increase will be offset by 2 proposed $14.9 million reduction in fuel costs and revenues due
to the Company’s acquisition of a 25 percent interest in Gila River Power Plant Unit 3 (“Gila
River”), lower power market costs, and adjustments to test year sales. UNSE’s proposed base
rates also will include $4.3 million in transmission costs currently being recovered through the
Transmission Cost Adjustor (“TCA”). The combination of these elements results in 2 $3.5 million
retail revenue increase.

Staff's Recommended Base Rate Revenue Increase

Staff recommends that UNSE be authotized a base rate increase of no more than $18.1
million on adjusted Fair Value Rate Base (“FVRB™). This is an average revenue increase of
approximately 12.0 percent to adjusted test year revenues of $154.9 million.
Adjusted Rate Base

The following adjustments to UNSE’s proposed rate base should be made.

ACC - ACC
Jurisdictional Jurisdictional
OCRB RCND
Increase Increase
Adjustment Description (Decrease) (Decrease)
(Thousands of Dollars)
E-1 Cash Working Capital $ 193 § 193
E-6 D&O Liability Insurance amn 17
E-10 Gila River Accum Depreciation (2,000) (2,000)
Total Staff Adjustments $ (1,824) $ (1,824
UNSE Proposed Rate Base $ 272013 § 439,427
Staff Proposed Rate Base $ 270,189 $ 437,603




The following table summarizes UNSE’s requested and Staff’s recommended OCRB,
RCND, and FVRB with the differences.

Description Company Staff Difference
(Thousands of Dollars)
Original Cost of Rate Base $ 272013  $ 270,189 $ (1,824)
RCND Rate Base $ 439427 $ 437603 $ (1,824)
Fatr Value Rate Base $ 355,720 $ 353896 $ (1,824)

Adjusted Net Operating Income

The following adjustments to UNSE’s proposed revenues, expenses, and net operating
income should be made.

Pre-Tax Net
Revenue or Operating
Expense Increase
Adjustment Description Adjustment (Decrease)
(fhousands of ]I%l]ars)
E-2 Bad Debt Expense $ (132) § 82
E-3 Injuries & Damages (333) 208
E-4 Payroll Expense & Payroll Taxes (146) 91
E-5 Incentive Compensation (161) 100
E-6 D&O Liability Insurance (20) 12
E-7 Interest Synchronization - (15
E-8 Purchased Power & Fuel - -
E-9 OATT (20) 12
Total Staff Adjustments $ (811) $ 491
UNSE Adjusted Net Operating Income $ 8,045
Staff Adjusted Net Operating Income $ 8,537

Customer Annualization

Staff is not recommending an adjustment to the Company’s tevenue requirements for
Customer Annualization. However, Staff is recommending that the Company monitor revenues
and file quarterly reports with the Commission.

Depreciation

Staff recommends rejecting the Company’s proposal to delay full implementation of the
new depreciation accrual rates.

Property Tax Deferral

Staff recommends accepting UNSE’s proposed property tax deferral. It allows recovery for items
that are beyond the control of the Company and balances the interests of consumers and
shareholders.
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INTRODUCTION

Q. Please state your name, position, and business address.

A. My name is Donna H. Mullinax. I am employed as Vice President and Chief Financial Officer
(“CFO”) by Blue Ridge Consulting Services, Inc. (“Blue Ridge”). My business address is 114

Knightstidge Road, Travelers Rest, South Carolina 29690.

Please describe your educational background.

I graduated with honots from Clemson University with a Bachelor of Science in Administrative
Management and a Master of Science in Management. I am a Certified Public Accountant
(“CPA”), Cettified Internal Auditor (“CIA”), a Certified Financial Planner (“CFP”), and a
Chartered Global Management Account (“CGMA”) designation holder. Tam a member of the
South Carolina Association of Cettified Public Accountants, the American Institute of Certified

Public Accountants, and the Institute of Internal Auditots.

Please describe your professional experience.

I have over 36 years of professional experience. I have held the position of Vice President and
CFO for the last 20 years and have setved on vatious Boards of Directors. As Vice
President/CFO, I have been responsible for all aspects of finance and administration including
accounting, cash management, tax planning and preparation, fixed assets, human resources,
and benefits for my current employer and my previous employer, Hawks, Giffels, & Pullin ,

Inc. “HGP”).
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In addition to my corporate responsibilities, I have been a utility industry consultant
for the last 22 years. My consulting assignments include management, financial, and
compliance audits, due diligence reviews, prudence reviews, and economic viability and
financial studies. Other projects include numerous rate cases for natural gas and electric utilities
and litigation support for various construction claims. I have worked with public service
commissions, attorneys general, and public advocates in Colorado, Connecticut, Delaware,
District of Columbia, Hawaii, Illinois, Maryland, Massachusetts, Michigan, Missouri, Nebraska,

New York, North Dakota, Ohio, Oregon, and Utah.

From 1991 to 1993, I worked with Cherry, Bekaert & Holland CPAs as a senior
accountant and accounting supervisor. My tesponsibilities included financial and compliance
audits, financial reporting, and tax return preparation. From 1988 to 1991, I was a sales

representative for Smith, Kline and French Pharmaceutical Company.

I worked with Milliken and Company, a large privately held textile and chemical
company, from 1979 through 1988. As head of the Quality Assurance Department, I was
actively involved in numerous operations’ audits supporting Milliken’s Quality Program. As
the Technical Cause Analyst, I analyzed complex quality and production problems to develop
corrective actions through advanced statistical and problem-solving techniques. I conducted
training seminars for production associates and management on statistical quality control
techniques. I held various production management positions with the responsibility of

controlling cost, schedule, production, and quality within areas under my control.
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Have you included a more detailed description of your qualifications?

Yes. A description of my qualifications is included as Attachment DHM-1.

On whose behalf are you testifying?
I am testifying on behalf of the Utilities Division Staff (“Staff”) of the Arizona Corporation

Commission (“ACC” or “Commission”).

Have you previously testified before the Arizona Corporation Commission?

No. I have not testified before this Commission.

In what other jurisdictions have you previously appeared as a witness or filed
testimony?

I have testified in Colorado, Delaware, Maryland, Michigan, and Nebraska. I have also
supported other experts’ testimonies in numerous other jurisdictions and have served as an
advisor to the Commission and Staff for the District of Columbia Public Service Commission

for a number of gas and electric proceedings.

What is the purpose of the testimony you are presenting?
The purpose of my testimony is to address the rate base, adjusted net operating income, and

revenue requirements proposed by UNS Electric, Inc. (“UNSE” or “Company”).
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Q. Are you presenting any exhibits in connection with your direct testimony in this
proceeding?

A. Yes. Attachment DHM-2 includes Staff’s accounting schedules. Attachments DHM-3 through

DHM-20 are copies of selected documents that are referenced in my testimony.

How are Staff’s accounting schedules organized?
Staff’s accounting schedules included in Attachment DHM-2 are organized into summary
schedules and adjustment schedules. The schedules consist of Schedules A, A.1,B,C, D, D.1,

E, and E-1 through E-10.

What is shown on Schedule A?

Schedule A presents the overall summary reflecting all of the Staff adjustments and the change
in the Company’s revenue requirement needed for the Company to have the opportunity to
earn Staff’s recommended rate of return on Staff’s proposed Original Cost and Fair Value rate
bases. The rate base and operating income amounts are taken from Schedules B and C,
respectively. The overall rate of return, as presented by Staff witness Elijah Abinah, is provided

on Schedule D for convenience.

What is shown on Schedule A-1?
Schedule A-1 presents Staff’s gross revenue conversion factor (“GRCF”), which is used to
convert the net operating income deficiency into a revenue deficiency amount. The conversion

factor grosses up the revenue needed to be collected from customers to recognize that more
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1 than one dollar in gross revenue is needed for each dollar of net operating income to take into
2 account the imposition of taxes on those earnings.
3
4 The GRCF also recognizes that some revenues will not be collected and must be
5 recognized as bad debt. Schedule A-1 includes a Staff adjustment to remove the unusual and
6 nontrecutring resetve for the bankruptcy of a large mining company from the derivation of the
7 Uncollectible Revenues used in the GRCF as discussed in Staff’s adjustment for Bad Debt
8 (Schedule E-2). Staff’s adjustment reduces the GRCF from 1.6084 to 1.6070.
9

10)| Q. What is shown on Schedule B?

11 A. Schedule B presents UNSE’s proposed test year Original Cost Rate Base (“OCRB”) and

12 Reconstruction Cost New Less Depreciation (“RCND?”) rate base. Staff’s recommended rate
13 base adjustments ate also summarized to derive the “As Adjusted by Staff” OCRB and RCND
14 balances. Staff’s recommended adjustments are addressed separately in this testimony and are
15 included within the E Schedules. The OCRB and RCND are used to determine the Fair Value
16 Rate Base (“FVRB”). Schedule B shows the derivation of the FVRB.

17

18] Q. How was the Fair Value Rate Base determined?

19 A. As shown on Schedule B, the FVRB was determined by averaging the OCRB and RCND,

20 giving equal weight to both consistent with prior Commission practice.
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How did the Company develop the Reconstruction Cost New Less Depreciation?

A. The RCND tate base is detived from the Reconstruction Cost New (“RCN”) and adjusted for
book depreciation. The RCN is the estimated cost of constructing the Company’s property at
today’s cost levels. A trending study establishes an index number that represents a ratio
between the cost of an item in the year it was put in-service (or vintage) and its cost at a base
petiod. The indices are applied to the Company’s otiginal cost to estimate the reconstruction
ot reproduction cost at current levels. Once the RCN is established, it is multiplied by a net
book value petrcentage, which is the original cost less depreciation divided by original cost, to

develop the RCND!!

What is shown on Schedule C?

The first column in Schedule C is UNSE’s adjusted test year net operating income. Staff’s
recommended adjustments to UNSE’s adjusted test year revenues and expenses are
summatized, with each adjustment addressed separately, in this testimony, and included within
the E Schedules. The last column provides the “As Adjusted by Staff” test year net operating

income.

What is shown on Schedules D and D-1?

A. Schedule D summatizes the capital structure and cost of capital proposed by the Company and
the capital structure and cost of capital recommended by Staff witness Elijah Abinah. Schedule
D-1 isolates the impact on revenue requirements for the difference in UNSE’s proposed capital

structure and cost of capital and that recommended by Staff.

! Direct Testimony of David Lewis, page 5, line 16 through page 6, line 23.
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Q. What is shown on Schedule E and Schedules E-1 through E-10?

A. Schedule E summarizes Staff’s adjustments to rate base and operating income (tevenues less
expenses). Schedules E-1 through E-10 provide further suppott and calculations for the

adjustments Staff is recommending.

REVENUE REQUIREMENT
Revenue Reguirement Proposed By UNS Electric, In.
What revenue increase has been requested by UNSE?

A. UNSE i1s requesting an increase in base rate revenues of $22.6 million, or approximately 15.4
percent, based on UNSE’s adjusted retail electric revenues at cutrent rates of $147.1 million.
This increase will be offset by a proposed $14.9 million reduction in fuel costs and revenues
due to the Company’s acquisition of a 25 percent interest in Gila River Power Plant Unit 3
(“Gila River”), lower power market costs, and adjustments to test yeat sales. UNSE’s proposed
base rates also will include $4.3 million in transmission costs cutrently being recovered through
the Transmission Cost Adjustor (“TCA”). The combination of these elements results in a $3.5

millton retail revenue increase.

In addition, UNSE is proposing a one-year credit to the purchased power and fuel
adjustment clause (“PPFAC”) to reflect the defetred savings accrued as a result of the
Accounting Otrder related to the acquisition of Gila River (estimated at $9.3 million).” As a
result of these factors, UNSE’s request would decrease revenues by approximately $5.8 million,

or 3.6 percent, in the first year after new rates take effect.’ Once that temporary credit expires,

2 Decision No. 74911, dated January 22, 2015.
3 UNSE Application, dated May 5, 2015, page 1-2.
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one year after new rates take effect, the Company’s proposal would increase retail revenues by
approximately $3.5 million, or 2.1 percent.*
The following table was provided by the Company and reflects the Company’s
proposed Requested Retail Rate Impact.
Table 1: UNSE Proposed Retail Rate Impact®
(Thousands of Dollars)
Ssummary of Requested Retail Rate Impact
- - Yr.1 Yr.2
) Requested Non-fuel Increase  § 22,622
Less: - TCA Added To Base Rates (4,292)
_Reduction in Base Fuel Rates (14,870) |
o Gila River Deferred Savings (est.) $ (93000 S -
Net {Reduction)/Additional Retail Revenue S (5840 S 3,460
Test Year Adjusted Retail Revenue
(Excluding TCA Revenue) S 147,107
Plus: Revenue Paid Through TCA Tracker 4,292
Base Fuel Changes Due to Gila & Market
‘ Rate Changes 12,345 , _
Test Year Adjusted Retail Revenue $ 163,744 $ 163,744
. Percentage Impact -3.57% 2.11%

Revenue Requirement Recommended By Staff

What revenue increase does Staff recommend?

Staff recommends a base rate increase of no more than $18.1 million on FVRB.

4 Direct Testimony of David Hutchens, page 3, line 22 through page 4, line 1.

5 UNSE Application, dated May 5, 2015, page 6.




10

11

12

13
14

15

16
17

18

19

20

21

22

23

Direct Testimony of Donna H. Mullinax
Docket No. E-04204A-15-0142

Page 9

Test Year
What test year is being used in this case?
UNSE has based its revenue requirement on a historical test year ended December 31, 2014,

Staff’s calculations use the same historical test year.

ADJUSTMENTS TO RATE BASE

Q.

Have you prepared a schedule that summarizes Staffs proposed adjustments to rate
base?
Yes. The adjusted rate base is shown on Schedule B and Staff’s adjustments to UNSE’s
proposed rate base are provided on Schedule E. A comparison of the Company’s proposed

rate base and Staff’s recommended rate base on Original Cost and Fair Value is shown in the

following table.

Table 2: Comparison of UNSE’s Proposed and Staff's Recommended Rate Base

(Thousands of Dollars)
Description Company Staff Difference
Original Cost of Rate Base $ 272,013 | § 270,189 | $ (1,824)
RCND Rate Base $ 439,427 1 § 437,603 | $ - (1,824)
Fair Value Rate Base $ 355,720 | $ 353,896 | § (1,824)

Are there any of the Company’s rate base adjustments to which Staff is not proposing
an adjustment?

Yes. Staff is not recommending a modification to the following UNSE rate base adjustments:
. Acquisition Discount Adjustment

o Accumulated Deferred Investment Tax Credit (“ITC”)

. Accumulated Deferred Income Tax (“ADIT”)
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. Fortis Rate Base Adjustment

° Asset Retirement Obligation (“ARO”)

Is the Company requesting recovery for any post-test year plant?
No. UNSE is not requesting a post-test-year adjustment to include plant that would be used

and useful prior to a new rate ordet.’

Are all additions to plant used and useful?
Staff’s engineering assessment found that the plant inspected was used and useful. Staff witness

Howard Solganick presents the engineering assessment.

What adjustments is Staff recommending to UNSE’s proposed rate base?
A. Staff recommends adjustments to Cash Working Capital, Prepaid Directors & Officers

(“D&0O?) Liability Insurance, and Gila River Deferred Cost Accumulated Depreciation.

Cash Working Capital

Please explain your adjustment E-1— Cash Working Capital.

The Company’s proposed rate base includes Cash Working Capital, which was developed
through the preparation of a lead-lag study. Staff’s adjustment updates the revenue and expense
components of the Company’s lead-lag study to reflect Staff’s adjustments that are discussed
within this testimony. Staff’s adjustment to Cash Working Capital increases jurisdictional rate

base by $192,930.

¢ Direct Testimony of David Lewis, page 15, lines 18-22.
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Q. Is the Company’s lead/lag study reasonable and in compliance with past Commission
preferences?

A. Yes. The Company’s lead/lag study is well documented. Revenue lags and payment leads and

lags are not out of line.

Prepaid Directors and Officers Liability Insurance

Q. Please explain your adjustment to rate base identified as adjustment E-6 — Prepaid
Directors and Officers Liability Insurance.

A. This adjustment removes one-half of the prepaid D&O Liability Insurance the Company
included within rate base. The adjustment is made to be consistent with the adjustment to
D&:O Liability Insurance expense discussed later. The adjustment reduces jurisdictional rate

base by $16,778.

Gila River Deferred Cost accumulated Depreciation

Q. Please explain Staff adjustment E-10 — Gila River Deferred Cost Accumulated
Depreciation.

A. Staff witness Barbara Keene presents Staff’s Gila River Defetred Cost Accumulated

Depreciation Adjustment. The adjustment reduces rate base by $2,000,000.
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ADJUSTMENTS TO OPERATING INCOME

Q. Have you prepared a schedule that summarizes Staffs proposed adjustments to
Operating Income?
A. Yes. The adjusted operating income is shown on Schedule C, and the adjustments to UNSE’s

test year revenue and expenses are shown on Schedule E. A comparison of the Company’s
proposed operating income and Staff’s recommended operating income is shown in the

following table:

Table 3: Comparison of UNSE's Proposed and Staff's Recommended Operating Income

(Thousands of Dollars)

Description Company Staff Difference
Revenues $ 148,935 | $ 156,716 | $ 7,782
Expenses $ 140,889 | § 148,180 | $ 7,290
Operating Income $ 8,045 | § 8537 | $ 491

Q. Are there any of the Company’s operating income adjustments to which Staff is not

proposing an adjustment?

A. Yes. Staff is not recommending a modification to the following UNSE Operating Income
adjustments:
] LFCR
. Non-Retail Revenue, Fuel & Purchased Power

° Weather Normalization

. REST & DSM ,

* Pension and Benefits

* Retiree Medical
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. Rate Case Expenses
. Depreciation and Amortization Expense
° Property Tax
. Membership Dues
° Gila River Deferred Costs
. Fortis Acquisition Costs
. Other Revenue

. Gila River O&M And Outages

Q. What adjustments is Staff recommending to UNSE’s proposed Operating Income?
Staff is recommending adjustments to Customer Annualization, Bad Debt Expense, Injuries
and Damages, Payroll Expenses, Payroll Taxes, Incentive Compensation, D&O Liability
Insurance, Interest Synchronization, Purchased Power & Fuel Adjustment (PPFAC), and

OATT.

Customer Annnalization

Q. Is Staff tecommending an adjustment to the cutrent base rates for customer
Annualization?
A. No. Staff is not recommending an adjustment to the Company’s revenue requirements for

Customer Annualization. However, Staff is recommending that the Company monitor

revenues and file quarterly reports with the Commission.
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Why is Staff recommending monthly monitoting of revenues?
The Company’s Customer Annualization Adjustment reflected a change in the number of
customets in the vatious classes. The Residential and Small General Service experienced
increases, but the larger classes experienced reductions that will have a significant impact on
sales levels due to the loss of two large customers in the current Large Power Setvice Classes.”
The total sales loss, based on the test year and adjusted for unbilled sales, is 64 GWh. The

cotresponding revenue amount (excluding REST, DSM, taxes and assessments) is $6.2 million.*

Should the facilities of these two customets reopen, revenues will increase substantially.

How should the Commission monitor UNSE’s revenues?

Staff recommends that the Commission require UNSE to file quartetly reports that include
monthly revenue data from the previous period. This information should be filed, as a
compliance item in this docket, no later than the first of each month beginning January 1, 2017,

and continue until UNSE files its next rate case application.

Bad Debt Expense

Q. Please explain Staff adjustment E-2 — Bad Debt Expense.

A. Consistent with the last rate case, the Company normalized bad debt expense using a three-
year average retail expense ratio. This ratio is based upon retail revenues and bad debt expense.’
Staff recommends that the Company average the dollar amounts to detive the Average Retail

Expense Ratio instead of averaging the averages.

7 Direct Testimony of Craig Jones, page 68, lines 9-16.
8 UNSE response to STF 20.11 (Attachment DHM-20).
2 UNSE response to UDR 1.001 Income-Bad Debt Expense (Attachment DHM-4).
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Staff’s adjustment removes a $450,000 reserve from the 2014 Bad Debt Expense related

to the bankruptcy of a latge mining company'® as shown in the following table.

Table 4: Bad Debt Expense Removing Reserve for Bankruptcy

Adjusted
Year Bad Debt | Bankruptcy | Bad Debt
2012 $ 518,681 $§ 518,681
2013 $ 310,216 $ 310,216
2014 |$ 863,828 | $ (450,000)] $ 413,828

The recording of such a large Bad Debt reserve is an atypical, unusual, and nonrecurring

event that should be removed from a normalizing adjustment. Staff’s adjustment increases

Operating Income by $82,126.

Does this adjustment also impact the gross revenue conversion factor?

company from the derivation of the Average Retail Expense Ratio also impacts the percent of
Uncollectible Revenues used in the Gross Revenue Conversion Factor shown on Schedule A-

1. Staff’s adjustment reduced the ratio from 0.3438 percent to 0.2543 percent.

Injuries and Damages

Yes. Removing the unusual and nonrecurring reserve for the bankruptcy of a large mining

Please explain Staff adjustment E-3 — Injuries and Damages.

shown in the following table.

10 UNSE response to UDR 1.053 (Attachment DHM-5).

The Company normalized the test year injuries and damages using a three-year average as
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Table 5: UNSE Notmalized Injuries & Damages"

Workers Injuries &
Year Comp Damages Total
2012 $ 22,670 | $ 10,000 | $ 32,670
2013 $ 62,687 | $ 1,071,000 | $§ 1,133,687
2014 $ 27,797 | $ - $ 27,797
Average | $ 37,718 { § 360,333 | $ 398,051

Staff’s adjustment removes a $1,000,000 insurance deductible paid out for an accident

in 2013 that was included within the three-year average resulting in the following three-year

average.

Table 6: Staff's Adjustment to Injuries & Damages

Workers Injuries &
Year Comp Damages Total
2012 $ 22,670 | $ 10,000 | $ 32,670
2013 $ 62,687 | $ 71,000 | $§ 133,687
2014 $ 27,797 | $ - $ 27,797
Average | $ 37,718 | $ 27,000 | $ 64,718

As stated by the Company, “Normalization adjustments reflect that the recorded Test-
Year operating revenues and expenses may not be representative of a normal level for
ratemaking purposes. Certain events may have affected recorded transactions in an atypical
manner.”"* Paying out a $1,000,000 insurance deductible is atypical, unusual, and nonrecurting

and should not be included in future rates. Staff’s adjustment results in an increase to Operating

Income of $207,954.

1 UNSE response to UDR 1.001 Income-Injuries and Damages (Attachment DHM-6).

12 Direct Testimony of David Lewis, page 12, lines 10-13.
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Payrol] Expense and Payrol] Taxes

Please explain Staff adjustment E-4 — Payroll Expense

Incentive Compensation dollars were included in both O&M Payroll and the Company’s
Incentive Compensation adjustment. Staff’s adjustment for Payroll Expense removes the
incentive compensation amounts from payroll and makes the adjustment within the Incentive

Compensation adjustment.

Please elaborate.

The Company’s Payroll adjustment is based on a two-year average of Total O&M Payroll with
an incremental 2 percent wage increase for 2015 and 2016. The detailed work papers
developing the Total O&M Payroll for 2013 and 2014 were found to include amounts for
incentive compensation totaling $145,417 and $134,246, respectively. The amounts represent
50 percent of the non-executive short-term incentive compensation consistent with past
Commission precedent.”” Removing incentive compensation from the Payroll Adjustment

increases Operating Income by $91,068 (including the payroll tax impact).

Incentive Compensation Expense

Please explain Staff adjustment E-5 — Incentive Compensation.

The Company is seeking 100 percent recovery of short-term incentive compensation for
unclassified employees, officers, and senior management based on a three-year average (2012-

2014). The Company’s adjustment also includes an expected incremental increase of 2 petcent

13 UNSE response to STF 6.12 (Attachment DHM-8).
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for 2015, 2016, and 2017. The Company’s adjustments bring the total incentive compensation

to $326,753 (including payroll taxes)."*

Beyond the potential for double counting of Incentive Compensation in both this
adjustment and the Payroll Expense addressed in Staff’s Payroll Expense Adjustment, Staff has

a number of other concerns about the Company’s incentive compensation adjustments.

First, incentive compensation is normalized based on the three-year average. The
normalizing of incentive compensation should be consistent with the approach used by the
Company for Payroll Expense. The Company normalizes Payroll Expense using a two-year

average; incentive compensation should also be normalized in the same manner.

Second, amounts that are not known and measureable should not be included in the
Incentive Compensation adjustment. The Company stated that the 2017 merit increase is not

yet known and measureable.”

Third, the Company’s Incentive Compensation includes 100 percent of the costs which
is inconsistent with prior Commission practice that has required Incentive Compensation

expense to be shared 50/50 with shareholders.

14 UNSE response to UDR 1.001 Income-Incentive Compensation (Attachment DHM-10).
15> UNSE response to STF 6.15 (Attachment DHM-11).
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1 Q. What does Staff recommend?
21 A. There are several parts to Staffs adjustment. First, Incentive Compensation should be
3 normalized similar to Payroll Expense. Thus, Staff’s adjustment uses a two-year average instead
4 of the three-year average used by the Company.
5
6 Second, Staff recommends that the 2017 merit increase be excluded as not known and
7 measureable. Payroll Expense included the known and measureable increases for 2015 and
8 2016, and Incentive Compensation should be consistent with the Company’s treatment of
9 Payroll Expense.
10
11 Finally, Incentive Compensation should be shared with shareholders. Thus, Staff’s
12 adjustment reduces Incentive Compensation by half, to 50 percent.
13
14] Q. Please explain why shareholders should share in the incentive compensation program.
15| A. Incentive compensation programs can provide benefits to both shareholders and tatepayers.
16 The removal of 50 percent of the Incentive Compensation expense provides an equal sharing
17 of those costs and provides an appropriate balance between the benefits attained by both
18 shateholders and ratepayers.
19
200 Q. Please describe UNSE’s Incentive Compensation Program.
214 A. All UNSE non-union employees participate in UNSE’s short-term incentive program, or
22 Performance Enhancement Plan (“PEP”), which is tied to annual compensation. The financial
23 and other metrics for the Company’s 2014 short-term incentive compensation program wete:
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. Financial — 50 percent
o Net Income ~ 40 percent
o O&M Cost Containment — 10 percent
. Excellent Operations and Safe Work Environment — 50 percent

The Company stated that “The Compensation Committee selected the goals and
individual weights for the 2014 PEP to ensute an appropriate focus on profitable growth and
expense control, as well as operational and customer service excellence, and process
improvements. This balanced scorecard approach encourages all employees to work toward

common goals that ate in the interests of UNS Energy’s various stakeholders.”'¢

The scores from each goal are totaled and then multiplied by the target bonus of each
employee to determine the total available dollars to be paid out. Target bonus percentages, as
a petcent of base salary, range from 3 percent to 14 percent for unclassified employees and

from 20 percent to 25 petcent for senior management level employees.!’

Q. Is the Company’s adjustment for Short-Term Incentive Compensation consistent with
ptior rate case Orders?

A. No. Although the revenue requirement in UNSE’s most recent rate case was settled and
approved in Decision No. 74235 (September 30, 2013), Staffs direct testimony prior to
settlement recommended continuing the 50 percent allocation for UNSE’s incentive

compensation expense to shateholders as had been ordered by the Commission in Decision

16 UNSE tesponse to UDR 1.034 (Attachment DHM-12).
17 UNSE tesponse to UDR 1.034 (Attachment DHM-12).
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No. 71914 (September 30, 2010). Decision No. 71914 set forth the basis for the 50 percent
allocation at pages 27-29:"

“We believe that the Staff and RUCO recommendations, to require 2
50/50 sharing of incentive compensation costs, provide a reasonable
balancing of the interests between ratepayers and shareholders. The
equal sharing of such costs recognizes that the program is comprised
of elements that relate to the parent company’s financial performance
and cost containment goals, matters that primarly benefit
shareholders, while at the same time recognizing that a portion of the
program’s incentive compensation is based on meeting customer
service goals. This offers the opportunity for the Company’s
customets to benefit from improved petformance in that area.”

Q. What is the reason the Company gives for its request to recover 100 petcent of its Short-
Term Incentive Compensation despite priotr Commission orders?
A, ‘The Company stated that the Commission allowed recovery of 100 petcent of Arizona Public

Service Company (“APS”) in Decision No. 69663 (dated June 28, 2007), page 37.%

Q. Has Staff previously recommended and the Commission adopted the shating of short-
term incentive compensation between ratepayers and shareholders?

A. Yes. For example, in reaching its conclusions regarding SWG Management Incentive Plan
(“MIP”) the Commission stated in part on page 18 of Decision No. 68487 that:

We believe that Staff’s recommendation for an equal sharing of the
costs associated with MIP compensation provides an approptiate
balance between the benefits attained by both shareholders and
ratepayers. Although achievement of the performance goals in the
MIP, and the benefits attendant thereto, cannot be precisely quantified
there is little doubt that both shareholders and ratepayers derive some
benefit from incentive goals. Therefore, the costs of the program
should be borne by both groups and we find Staff’s equal sharing

recommendation to be a reasonable resolution.

18 UNSE response to UDR 1.062 (Attachment DHM-12).
12 Docket No. E-04204A-09-0206, Decision No. 71914, page 28.
2 Direct Testimony of David Lewis, page 29, line 19 through page 30, line 6.
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And, in Decision No. 70011 at page 27, the Commission stated:
We believe that Staff’s recommendation provides a reasonable balance

of the interests between ratepayers and shareholders by requiring each
group to bear half the cost of the incentive program.

The Commission again accepted Staff’s recommendation in Decision No. 70360, page 21:
Consistent with our finding in the UNS Electric rate case (Decision
No. 70011, at 26-27), we believe that Staff’s recommendation provides
a reasonable balancing of the interests between ratepayers and
shareholders by requiring each group to bear half the cost of the
incentive program ... Given that the arguments raised in the UNS

Electric case are virtually identical to those presented in this case, we
see no reason to deviate from that recent decision.

Is the Company’s argument in this proceeding a different argument from that presented
in the last base rate case?

No. The Company used the same reasoning in the last base rate case.

Has the Company’s Short-Term Incentive Compensation materially changed since the
last UNSE rate case that would warrant a different decision?
No. The Company did not present any material changes to its short-term incentive plan that

would warrant reconsidering past Commission practice.

Please summarize Staff's recommended adjustment regarding UNSE’s Short-Term
Incentive Compensation Program.

Incentive Compensation is normalized using two years rather than three years. In addition, the
2017 merit increase was excluded as not known and measureable. Further, Incentive
Compensation was reduced by half for the portion to be shared with shareholders. Therefore,

Staff’s adjustment increases Operating Income by $100,178.
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Directors and Officers Liability Insurance
Please explain Staff adjustment E-6 — D&O Liability Insurance.
This adjustment removes one-half of the D&O Liability Insurance expense. The removal of

one-half of this expense reflects a sharing of this insurance between shareholders and

ratepayers. Staff’s adjustment increases Operating Income by $12,495.

Q. Why should the cost of D&O Liability Insurance Expense be shared between

shareholders and ratepayers?

A. D&O Liability Insurance protects the officers and directors from the costs of a lawsuit.

Shareholders benefit from payouts under the policy that would reduce the cost not recoverable
from ratepayers. On the other hand, ratepayers benefit because having the insurance improves
the ability of the Company to attract and retain qualified directors and officers and enables the
directors and officers to make decisions without fear of personal liability. As a result, it is

reasonable for shareholders to bear some of the cost of D&O Liability Insurance.

Was this adjustment made in the last rate case?

Yes. Although the revenue requirement in UNSE’s most recent rate case was settled and
approved in Decision No. 74235 (September 30, 2013), Staff’s direct testimony prior to
settlement recommended sharing the D&O Liability Insurance between consumers and

shareholders by reducing it by 50 percent.
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Did the Company make an adjustment to D&O Liability Insurance?
Yes. The total D&O Liability Insurance for 2014 was $145,954, which was a substantial
increase from prior years (2012 - $58,996, 2013 - $69,423)”". The Company explained that
included within the 2014 amount of $145,954 was $105,899 related to the additional run-off
insurance expense that was recognized due to the merger with Fortis. These costs ($109,095
including taxes) were excluded in the Fortis Acquisition Cost adjustment, leaving a net amount
of D&O Liability Insurance of $40,055 ($145,954 less $105,899) in the test year.? However,
there is no indication that the Company made the adjustment to share the expense between

shareholders and ratepayers as had been done in the last rate case.

Is there a related adjustment to rate base?
Yes, an adjustment was made to remove one half of the prepaid component of the D&O

Liability Insurance included in rate base.

Interest Synchronization

Please explain Staff adjustment E-7 — Interest Synchronization.

The interest synchronization adjustment synchronizes the rate base and cost of capital with the
tax calculation. The adjustment applies the weighted cost of debt to the calculation of test year
income tax expense. The tesult is an adjustment to the amount of synchronized interest

included in the tax calculation. The adjustment reduces the Operating Income by $15,085.

21 UNSE Supplemental Response to UDR 1.059 (Attachment DHM-14)
2 UNSE response to STF 16.05 (Attachment DHM-15).
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Purchased Power and Fuel Adjustment
Please explain Staff adjustment E-8 — PPFAC.
Staff witness Barbara Keene presents Staff’s Purchased Power and Fuel Adjustment. The

adjustment has no net impact on Operating Income.

O0ATT
Please explain Staff adjustment E-9 ~ OATT.
Staff witness Eric Van Epps presents Staff's OATT adjustment. The adjustment increases

Operating Income by $12,431.

Service Fees
Does Staff rtecommend any other adjustments to Operating Income?

Possibly. The Company has revenue associated with Service Fees that will need to be trued up

based on the final rate design.
Miscellaneous Expenses

Q. Did Staff review any other expense items that were not adjusted by the Company during
its analysis?

A. Yes. Staff reviewed various expenses including those within the Company’s miscellaneous

expenses accounts. Staff found a number of items that requited additional discovery to fully

understand whether they were appropriately included within the Company’s revenue request.
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Q.

A

Does Staff recommend any adjustments associated with this review of miscellaneous
expenses?

No.

FORTIS ACQUISITION COSTS

Q.

Did the Company address the rate case related conditions in the Fortis/UNS Energy
merger settlement agreement? |

Yes. There were 66 settlement conditions within the Settlement Agreement that the
Commission approved in Docket Nos. E-04230A-14-0011 and E-01933A-14-0011 in Decision
No. 74689 (August 12, 2014). The Company’s direct testimony identified and reported on its
compliance to 14 settlement conditions.” The Company explained that it reported on the
settlement conditions that were rate case related in this proceeding. The Company will report
on its compliance with the other settlement conditions in an Annual Reporting anticipated to

be filed on April 1, 2016, in compliance with Condition No. 43 of the Settlement Agreement.**

Is the Company in compliance with the settlement conditions that it reported on in this
proceeding?

Yes. The rate case related settlement conditions reported on by the Company require the
removal of any recovery of costs associated with the merger. The Company is in complance

with the following conditions:

2 Direct Testimony of Kentton Grant, page 13, line 11 through page 16, line 18, and UNSE response to STF 16.14
(Attachment DHM-17).
2 UNSE response to STF 19.1 (Attachment DHM-18).
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Condition 5: The Company is not seeking recovery of or on any acquisition premium
or goodwill amount in this rate proceeding.

Condition 6: The revenue requirement does not include any allocated Fortis costs.
Condition 7: The revenue requirement does not include costs for shareholder litigation
related to the merger to ratepayets.

Condition 8: The revenue requitement does not include recovery of or on the
transaction and transition costs associated with the merger.

Condition 8 (additional element): The revenue requirement does not include recovery
of any Change of Control and Retention payments related to the merger.

Condition 9: The revenue requirement does not include impacts of any fluctuations in
foreign exchange rates and any incremental taxes arising from its international
ownership structure.

Condition 10: Fortis has not made an acquisition since the approval of the Fortis/UNS
Energy merger that has had any material adverse impact on UNSE.

Condition 11: The revenue requirement in this case does not include any increase in
the total compensation of the Senior Management Personnel. The 11 executive officers
of UNS Energy as of August 12, 2014, have been reduced to 10 due to the retirement
of Paul Bonavia. The portion of the compensation for those Senior Management
Personnel that is allocable to UNSE has been reduced.

Condition 12: Fortis has not completed any merger or acquisition within the United

States since the approval of the Fortis/UNS Energy merger.
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. Condition 13: Goodwill and transaction costs of the metger have been excluded from
the rate base, expenses, and capitalization in the determination of rates and earned
returns of UNSE.

* Condition 15: The revenue requirement does not reflect any recovery or recognition in
the determination of rate base of any legal or financial advisory fees or other external
costs associated with the merger.

. Condition 17: The capital structure in this docket is separate from that of Fortis. The

Company has used UNS Electric’s actual capital structure in this rate case.

Q. Are you addressing Staffs position regarding the Buy-Through Tariff that was patt of
the settlement agreement in the acquisition of UNS Energy by Fortis?
A. No. Staff witness Howard Solganick will address Staff’s position regarding the Buy-Through

Tariff in his rate design testimony.

DEPRECIATION STUDY

Q. Is UNSE proposing new deprecation rates?

A. Yes. The Company is proposing new depreciation rates based on an updated depreciation
study performed by Foster Associates. The new rates update the depreciation rates approved
by the Commission in Decision No. 71914 (September 30, 2010). The new depreciation rates

are lower for many asset accounts and result in lowering the composite depreciation rate on

25 UNSE Application, dated May 5, 2015, pages 8-9.
PP y pag
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26

distribution plant from 3.97 percent to 1.39 percent.® The Company’s annual depreciation

expense would be reduced by about $7.8 million.

Q. Has the Company expressed any concetns regarding the reduction in depreciation
expense?
A. Yes. Since depreciation is a non-cash expense, the change in revenues attributable to a change

7 Operating cash flow is a key

in depreciation impacts the Company’s operating cash flow.
factor considered by credit rating agencies. The Company has expressed concetn that the
reduced cash flow from the depreciation expense change and the additional $40 million of debt
in late 2014 to fund a portion of the Gila River purchase and other capital expenditures
(representing a 30 percent increase in total debt) may influence its credit rating. UNSE states
that if the Company’s rate application is approved largely as filed, UNSE’s operating cash flow
is expected to improve over time, even with the proposed reduction in depreciation rates.
However, if the Company’s proposed revenue requirement is changed in a manner that
materially reduces expected operating cash, the Company requests that the change in
depreciation rates for the Company’s distribution plant be implemented over two rate cases

instead of one, with approximately one-half of the change being implemented in this rate case

and the remaining half implemented in UNSE’s next rate case.?

2 Direct Testimony of Kentton Grant, page 12, lines 1-4.
2 Ditect Testimony of Kentton C. Grant, page 11, lines 17-25.
2 Ditect Testimony of Kentton Grant, page 12, line 22 through page 13, line 4.




10

11

12

13

14

15

16

17

18

19

20

21

22

Direct Testimony of Donna H. Mullinax
Docket No. E-04204A-15-0142
Page 30

Q.

What is Staffs recommendation regarding the Company’s proposal to split the

implementation of the new depreciation accrual rates?

A. Staff recommends rejecting the Company’s proposal to delay full implementation of the new
depreciation accrual rates. The Company has been over accruing depreciation on the
distribution assets and the new rates correct this situation.

PROPERTY TAX DEFERRAL

Q. What is the Company requesting regarding property tax deferral?

A. UNSE is requesting authority to defer 100 percent of the Arizona property taxes above or

below the test year level caused by changes in the composite property tax rate and changes in
the Gila River valuation methodology. In addition, UNSE is requesting authority to defer all
costs associated with appealing Gila River property values. Beginning on the effective date of
the Company’s next rate case, the deferral balance, whether positive or negative, would be

amorttized over three yezlrs.z9

Why is the Company asking for a property tax deferral?

Since property taxes are a function of property values, taxing authorities must raise tax rates to
maintain revenues. Total property values have seen steep declines in recent years in Mohave
and Santa Cruz counties. As a result of these property declines, property tax rates have tisen.
For most taxpayers, lower values and higher tax rates would not necessarily change the
taxpayet’s tax payment. However, for UNSE, the assessed value is based primarily on the book

value of its fixed assets, a value that is typically rising, as UNSE’s annual capital expenditures

2 UNSE Application, dated May 5, 2015, page 10.
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tend to exceed the total annual depreciation expense. As a result, when 2 taxing authority raises
rates, UNSE’s tax payment rises. This trend is expected to continue and test year level property

taxes will fall short of actual paytneﬂts.30

Has the Commission granted other property tax deferrals?

Yes. The Commission approved the rate case settlement agreement that provided a property
tax deferral for APS in Decision No. 73183 (May 24, 2012). The Settlement defined the
property tax deferral as follows:

XII. COST DEFERRAL RELATED TO CHANGES IN ARIZONA
PROPERTY TAX RATE

12.1 APS shall be allowed to defer for future recovery, in accordance
with the provisions of Accounting Standards Codification (“ASC”)
980 (formerly SFAS No. 71), the following portions of Arizona
property tax expense above or below the test year level of $141.5
million caused by changes to the applicable Arizona composite
property tax rate (not changes in the assessed value of propetty).

(2) When the property tax rate increases:

. For 2012: 25% (prorated with an assumed July 1 rate effective
date);

. For 2013: 40%; and

. For 2014 and all subsequent years: 75%

(b) When the property tax rate decreases: 100% in all years

12.2 Beginning with the effective date of the Commission decision
resulting from APS’s next general rate case, any final property tax rate
deferral that has a positive balance will be recovered from customers
over 10 years and any deferral that has a negative balance will be
refunded to customers over 3 years.

12.3 The Signatories reserve the right to review APS’s property tax
deferrals for reasonableness and prudence such that the deferrals can

% Direct Testimony of Jason Rademacher, page 15, line 20 through page 17, line 3.
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be recognized in accordance with the provisions of ASC-980 (formerly
SFAS No. 71).”

Q. How is UNSE’s proposed property tax deferral different from that which the
Commission approved for APS?

A. For its property tax deferral, UNSE proposes recovery of 100 percent of any property tax
increase or decrease, whereas the APS property tax deferral has limitations based on the
percentage increase in the property tax rate. UNSE’s proposal would recover both positive
and negative balance over the same three-year period, whereas the APS property tax deferral
required the Company to recover positive balances over ten yeats and negative balances to be
refunded to customers over three years. In addition, UNSE is requesting a propetty tax deferral
related to changes in Gila River valuation methodology and the cost of appealing the Gila River
value. The Company explained, “While the Settlement Agreement [referring to APS] as a whole
may have balanced the interest of consumers and shareholders, the property tax deferral, as a
stand-alone provision is not balanced. UNS Electric proposes that the Property Tax Deferral

stand alone as a balanced provision.”*

Q. Please explain why UNSE is requesting inclusion of changes to the Gila River valuation
methodology and the cost of appealing its value in its property tax deferral.

A. The Company and the Arizona Department of Revenue (“ADOR”) have taken different
positions on the interpretation of Arizona property tax law related to the valuation of
generation facilities and how the Gila River generation assets should be valued. Since UNSE

is not the original owner of Gila River, ADOR has taken the position that Gila River’s valuation

31 Docket No. E-01345A-11-0224, Decision No. 73183, Exhibit A, page 16 of 22.
32 UNSE response to STF 6.22 (Attachment DHM-19).
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should be based upon the $50 million full cash value. UNSE has interpreted Arizona propetty
tax law to mean that the valuation should be based on the sellet’s cost as reported on the
property tax returns immediately prior to acquisition (or the net book value, which is about §29
million). The difference of $21 million is substantial. UNSE plans to appeal the ADOR full
cash value decision but must make tax payments based on the higher $50 million valuation until
the appeal process is complete which will take several years. Thus, UNSE is requesting

authority to defer property tax savings derived from appealing the Gila River full cash value

along with all costs associated with the appeal process.”

How is the Company recommending that the property defetral be calculated?
A. The Company has proposed the following calculation be performed for each tax year until the

effective date for rates in UNSE’s next rate case.

Table 7: UNSE’s Proposed Property Tax Deferral Calculation™

Please describe in more detail how the property tax deferral will be calculated.
The table below provides an example of the property tax deferral calculation that will be

done for each tax year until the effective date for rates in UNS Electric’s next rate case.

1) Test Year Assessed Value $59,950,520
2) Gila Assessed Value Reduction - Successful Appeal* $3,780,000
3) Adjusted Assessed Value (1 - 2) $56,170,520
4) Actual Composite Rate** 12.5000%
5) Test Year Composite Rate 11.2370%
6) Deferral: Change in Composite Rate (3 x (4 - 5)) $709,411

14
15

16

3% Direct Testimony of Jason Rademacher, page 17, line 12 through page 18, line 20.
3 Direct Testimony of Jason Rademacher, page 19, lines 4-16.
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Q. What is Staffs recommendation regarding the proposed property tax defertal?
Staff recommends accepting UNSE’s proposed property tax defetral. It allows recovery for
items that are beyond the control of the Company and balances the intetests of consumets and
shareholders.

Does this conclude your direct testimony?

Yes.
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Professional Experience and Education
Donna H. Mullinax

Summary

Mrs. Mullinax has over thirty-six years of financial, management and consulting
experience. She has held the position of Vice President and Chief Financial Officer for the
last 20 years and served on various Boards of Directors. She has extensive experience in
project management; regulatory and litigation support; financial, administration, and
human resource management. She has performed numerous financial, compliance and
management audits. Mrs. Mullinax has excellent analytical skills and report writing
capabilities. She has designed and implemented accounting and business systems and
developed policy and procedure manuals to support those systems.

Key Qualifications and Selected Professional Experience

Financial, Administration, and Human Resource Management

As Chief Financial Officer and Vice President she is responsible for all aspects of
financial, administration, and human resources. Her responsibilities include accounting,
cash management, budgeting, tax planning and preparation, fixed assets, human resources,
and employee benefits. Records under her control have been subject to an IRS compliance
audit with no findings.

Project Management

Mrs. Mullinax has successfully managed numerous projects controlling cost,
schedule, and scope. These projects included management, financial, and compliance audits,
M&A due diligence reviews, economic viability studies, prudence reviews, and
litigation/regulatory support for construction contract claims and regulatory proceedings.
She works well with diverse team members and has an excellent ability to reconcile various
viewpoints and establish and maintain effective working relationships among cross-
functional teams.

Financial, Compliance, and Management Auditing

Mrs. Mullinax is a skilled auditor. She has performed numerous financial,
compliance, and management audits for governmental entities, businesses, and public
utilities. As a CPA and CIA, she is knowledgeable about sound internal control processes and
procedures and has made numerous recommendations for modifications to provide
reasonable assurance regarding the achievement of objectives related to (1) effectiveness
and efficiency of operations; (2) reliability of financial records, and (3) compliance with
laws and regulations.

She has also conducted detailed base rates revenue requirements and rider
compliance audits. She has analyzed financial information and budget projections,
performed risk identification, and evaluated performance against industry benchmarks. Her
extensive professional experience allows her to effectively analyze and evaluate methods
and procedures and to thoroughly document her findings. She has successfully testified to
her audit findings.

% On behalf of the Connecticut Public Utilities Regulatory Authority, Diagnostic
Management Audit of Yankee Gas Services Company. June 2014-April 2015. Lead
Auditor responsible for the scope areas of accounting and financial reporting, internal
audit practices, and capital/0&M budgeting.
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% Before the Nebraska Public Service Commission (NEPSC) on behalf of the Public
Advocate of Nebraska

# NEPSC Application NG-0078.01, System Safety and Integrity Rider (SSIR) of
SourceGas Distribution, LLC, November 2014 - February 2015

= NEPSC Application NG-0078.02, System Safety and Integrity Rider (SSIR) of
SourceGas Distribution, LLC, October 2015 - present

Project Manager and Lead Auditor. Led the review of the Company’s applications for
a system safety and integrity rider for compliance to the Commission directives. The
reviews included a detailed mathematical verification and validation of support for
the revenue requirements model and reviews of proposed plant to be placed in
service and the verification of planned versus actually plant placed in service for the
prior year. Summarized the transactional testing results and calculated the impact
to the customer charge. Drafted the report including documentation of findings,
conclusions, and recommendations and coordinated the accumulation of work
papers to thoroughly support all work.

* NEPSC Application NG-0072.01, Infrastructure System Replacement Cost Recovery
Charge (ISR Rider) of SourceGas Distribution, LLC May 2014-August 2014.

* NEPSC Application No. NG-0074, Infrastructure System Replacement Cost Recovery
Charge (ISR Rider) of Black Hills/Nebraska Gas Utility Company, LLC, d/b/a Black
Hills Energy, July-November 2013.

= NEPSC Application No. NG-0072, Infrastructure System Replacement Cost Recovery
Charge (ISR Rider) of SourceGas Distribution, LLC March 2013-May 2013.

Project Manager and Lead Auditor. Led the review of the Company’s applications for
an infrastructure system replacement cost recovery charge (ISR Rider) for
compliance to the Nebraska Natural Gas Regulation Act. The reviews included a
detailed mathematical verification and validation of support for the revenue
requirements model and reviews of plant work order supporting the requested
recovery of utility plant in service. Summarized the transactional testing results and
calculated the impact to the customer charge. Drafted the report including
documentation of findings, conclusions, and recommendations and coordinated the
accumulation of work papers to thoroughly support all work.

9
L

On behalf of the Staff of the Public Utilities Commission of Ohio (PUCO)

» Case No. 14-1628-EL-RDR: Delivery Capital Recovery (DCR} Rider Audit of Ohio
Edison Company, The Cleveland Electric Illuminating Company, and The Toledo
Edison Company (collectively, Companies), December 2014-April 2015. Project
Manager and Lead Auditor.

= (Case No. 13-2100-EL-RDR: Delivery Capital Recovery (DCR) Rider Audit of Ohio
Edison Company, The Cleveland Electric [lluminating Company, and The Toledo
Edison Company (collectively, Companies), December 2013-May 2014. Project
Manager and Lead Auditor.

» (ase No. 13-0419-EL-RDR: Distribution Investment Rider (DIR) Audit of Columbus
Southern Power Company and Ohio Power Company, d/b/a AEP-Ohio, March-
August 2013. Project Manager and Lead Auditor.

®* (Case No. 12-2855-EL-RDR: Delivery Capital Recovery (DCR) Rider Audit of Ohio
Edison Company, The Cleveland Electric Illuminating Company, and The Toledo
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Edison Company (collectively, Companies), December 2012-July 2013. Project
Manager and Lead Auditor.

= (Case No. 11-5428-EL-RDR: DCR Rider Audit of Ohio Edison Company, The Cleveland
Electric Illuminating Company, and The Toledo Edison Company (collectively,
Companies), November 2011 - May 2012. Project Manager and Lead Auditor.

Led the review to ensure the accuracy and reasonableness of the Companies’
compliance with its Commission-approved infrastructure cost recovery rider filings.
The review included a detailed mathematical verification and validation of the
support of the riders’ revenue requirements model, development of sensitivity
analysis that supported the PPS sampling techniques used to isolate specific plant
work order for further testing. Summarized the transactional testing results and
calculated the impact to the rider’s revenue requirements. Detailed variance
analyses of historical data with investigations into any significant changes. Drafted
the report including documenting findings, conclusions, and recommendations and
coordinated the accumulation of work papers to thoroughly support all work
performed.

= Case # 08-0072-GA-AIR Columbia Gas of Ohio for an increase in gas rates, April-
August 2008

= (Case # 07-0829-GA-AIR Dominion East GQhio for an increase in gas rates, November
2007-July 2008

= Case # 07-0589-GA-AIR Duke Energy Ohio for an increase in gas rates. November
2007-Februrary 2008

Lead Auditor and assistant project manager. Performed a comprehensive rate case
audit of companies’ gas rate filings to validate the filings, provided conclusions and
recommendations concerning the reliability of the information, and supported Staff
in its evaluation of the reasonableness of the filing. Drafted the report including
documenting findings, conclusions, and recommendations and coordinated the
accumulation of work papers to thoroughly document work performed.

% On behalf of the Massachusetts Department of Public Utilities, Case No. D.P.U. 08-110,
regarding the Petition and Complaint of the Massachusetts Attorney General for an
Audit of New England Gas Company (NEGC), February-August 2010. Lead Auditor and
Assistant Project Manager. Conducted a management audit on how NEGC manages its
accounting and financial reporting functions and whether sufficient controls are in place
to ensure that the information included in the company’s filings can be reasonably
relied upon for setting rates - areas reviewed included general accounting, financial
reporting, and internal controls; plant accounting; income tax; accounts receivable;
accounts payable; cash management; payroll; cost allocations; and capital structure,
Developed the report including documenting findings, conclusions, and
recommendations and coordinated the accumulation of work papers to thoroughly
document work performed.

On behalf of the Staff of the Connecticut Public Utilities Regulatory Authority (PURA),
Docket 07-07-01: Diagnostic Management Audit of Connecticut Light and Power
Company, July 2008-June 2009, Lead Auditor and Assistant Project Manager. Performed
an in-depth investigation and assessment of the company’s business processes,
procedures, and policies relating to the management operations and system of internal
controls of the company’s executive management, system operations, financial

)
0.0
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operations, marketing operations, human resources, customer service, external
relations, and support services. In addition, supported an in-depth review of the
development and implementation process of the company’s new customer information
system. Developed the report including documenting findings, conclusions, and
recommendations and coordinated the accumulation of work papers to thoroughly
document all findings.

Before the Oregon Public Utilities Commission (ORPUC), Docket No. UP 205:
Examination of NW Natural’s Rate Base and Affiliated Interests Issues, Co-sponsored
between NW Natural, ORPUC Staff, Northwest Industrial Gas Users, Citizens Utility
Board, August 2005-January 2006, Lead Auditor and Assistant Project Manager.
Examined NW Natural’s Financial Instruments, Deferred Taxes, Tax Credits, and
Security Issuance Costs to ensure Company compliance with orders, rules, and
regulations of the ORPUC and with Company policies. Developed the report including
documenting findings, conclusions, and recommendations and coordinated the
accumulation of work papers to thoroughly document work performed.

Partial List of Reports and Publications

* Examination of SourceGas Distribution LLC Application for Recovery of 2015
Eligible System Safety and Integrity Costs on Behalf of the Nebraska Public
Advocate, January 8, 2015

* Compliance Audit of the 2014 Delivery Capital Recovery (DCR) Riders of Ohio
Edison Company, The Cleveland Electric Illuminating Company, and the Toledo
Edison Company, March 30, 2015

* Management Audit of Yankee Gas Services Company, April 3, 2015

* Examination of the Infrastructure System Replacement Cost Recovery Charge of
SourceGas Distribution LLC, June 30, 2014

* Compliance Audit of the 2013 Delivery Capital Recovery (DCR) Riders of Ohio
Edison Company, The Cleveland Electric Illuminating Company, and the Toledo
Edison Company, April 9, 2014

¢ Examination of the Infrastructure System Replacement Cost Recovery Charge of
Black Hills/Nebraska Gas Utility, LLC d /b/a Black Hills Energy, October 4, 2013

¢ Compliance Audit of the 2012 Distribution Investment Rider (DIR) of Columbus
Southern Power and Ohio Power Company d/b/a AEP-Ohio, June 19, 2013

* Examination of the Infrastructure System Replacement Cost Recovery Charge of
SourceGas Distribution LLC, May 16, 2013

* Compliance Audit of the 2012 Delivery Capital Recovery (DCR) Riders of Ohio
Edison Company, The Cleveland Electric llluminating Company, and the Toledo
Edison Company, March 22, 2013

* Compliance Audit of the Delivery Capital Recovery (DCR) Riders of Ohio Edison
Company, The Cleveland Electric Illuminating Company, and the Toledo Edison
Company, April 12, 2012

* Revenue Requirements Audit of New England Gas Company, May 12, 2011

* Accounting and Financial Reporting Review of New England Gas Company, August 5,
2010

* Management Audit of The Connecticut Light & Power Company, May 29, 2009

* Report of Conclusions and Recommendations on the Financial Audit of the Columbia
Gas of Ohio, Inc. in Regards to Case No. 08-0074-GA-AIR, August 13, 2008
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¢ Report of Conclusions and Recommendations on the Financial Audit of the East Ohio
Gas Company d/b/a Dominion East Company in Regards to Case No. 07-0829-GA-
AlIR, April 16, 2008

* Report of Conclusions and Recommendations on the Financial Audit of Duke Energy
Ohio, Inc. in Regards to Case No. 07-0589-GA-AIR, December 17, 2007

¢ Report of Conclusions and Recommendations of NW Natural’s Rate Base and
Affiliated Interest Issues in Support of Oregon Public Utilities Commission Docket
UM1148, December 23, 2005

Regulatory and Civil Litigation

She has provided or supported civil or regulatory testimony in Arizona, Colorado,
Connecticut, Delaware, Illinois, Maryland, Michigan, Missouri, New York, North Carolina,
North Dakota, South Carolina, Texas, and Utah. She has also served as an advisor to public
service commissioners in the District of Columbia and Connecticut. In addition to providing
analytical support, she has served as an expert witness and routinely works with other
highly specialized expert witnesses. She has developed defendable analyses and testimony
in connection with rate cases, audit findings, and other regulatory issues. She has also
supported various civil litigations including delay and disruption construction claims and
financial fraud. She has supported counsel with interrogatories, depositions, and
hearings/trials support.

Regulatory Proceedings
% Before the Nebraska Public Service Commission (NEPSC) on behalf of the Public
Advocate of Nebraska

* NEPSC Application NG-0078, SourceGas Distribution, LLC May 2014-November
2014.

Project Manager, Lead Auditor, and Expert Witness. Led the review of the
Companies’ applications to replace its infrastructure system replacement (ISR) cost
recovery charge with a prospective System Safety and Integrity Rider (SSIR). The
review included an analysis of the Company’s projected revenue deficiency that lead
to the request for the prospective SSIR. The SSIR was subject to a detailed
mathematical verification and validation of support for the revenue requirements
model and reviews of proposed projects supporting the requested recovery of utility
plant in service. Testimony on the analysis will be filed in August 2014,

¢ On behalf of the Commissioners and Staff of the District of Columbia Public Service
Commission (DCPSC)

% Formal Case No. 1103 Potomac Electric Power Company (Pepco) base electric rate
case, June 2013-present. Project Manager.

= Formal Case No. 1093 Washington Gas Light Company (WGL) base gas rates case,
July 2011-July 2013. Project Manager.

= Formal Case No. 1087 Pepco base electric rates case, September 2011-December
2012

®» Formal Case No. 1076 Pepco base electric rates case, July-December 2009

* Formal Case No. 1053 Pepco base electric rates case, February 2007-June 2008

Lead Consultant advising Commissioners and Staff of the Office of Technical and
Regulatory Analysis regarding Company’s proposed rate base, net operating income
and revenue requirements. Assessed the companies’ and Intervenors’ positions on
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various issues and provided defendable recommendations for the Commissioners’
consideration. Developed “what if” revenue requirement model used during
Commission deliberations to analyze the impact of various adjustments. Supported
the drafting of the Commission’s Order and supplied the revenue requirement
schedules to support the final decision. Supported the Commissioners’ legal team in
addressing motions for reconsideration.

= Formal Case No. 1106 Washington Gas Light Company (WGL) Interruptible Service
Customer Class rates and related issues, February 2014-present. Lead Consultant
and Project Manager. Led the effort to review the Distribution Charge Adjustment
and proposed changes as well as the review of taxes, depreciation, and cash working
capital within the customer class cost of service study.

=  Formal Case No. 1032 Pepco base electric rates case, January-March 2005. Senior
Technical Consultant and Assistant Project Manager. Reviewed and evaluated
Company's compliance filings for class cost of service and revenue requirements for
distribution service pursuit to a settlement approved in May 2002. Provided
analysis and recommended adjustments to Staff, Proceeding was settled in
anticipation of a full rate case for rates to be effective August 8, 2007.

*  Formal Case No. 1016 WGL natural gas base rates case, June-December 2003, Senior
Technical Consultant and Project Manager. Analyzed and recommended
adjustments regarding the company’s proposed increase to base rates - advised the
Commission on party positions during deliberations Review and evaluation of
company’s depreciation study filed with the Commission.

Before the Missouri Public Service Commission, Case No. HR-2011-0241, on behalf of
the City of Kansas City: Veolia Energy Company 2011 and 2012 electric base rates case,
July-September 2011. Senior Technical Consultant. Analyzed Company’s proposed net
operating income, rate base, and revenue requirements. Supported testifying witness
with drafted testimony and development of a model to calculate an alternative revenue
requirement incorporating recommended adjustments.

Before the North Dakota Public Service Commission, Case No. PU-10-657/PU-11-55:
Northern States Power Company (NSP) 2011 and 2012 electric base rates case, April-
November 2011. On behalf of the Commission Staff, Lead Consultant and Assistant
Project Manager. Led the analysis of NSP’s rate increase filings and supported
adjustments for the Commission’s consideration. Developed a model to calculate the
appropriate revenue requirements and exhibits to support Staff recommended
adjustments.

Before the Connecticut Public Utilities Regulatory Authority (PURA), Docket 10-02-13:
Aquarion Water Company base rates case, on behalf of the PURA, April-August 2010.
Senior Technical Consultant and Assistant Project Manager. Reviewed the expense
component of the company’s revenue requirement and recommended adjustments for
Staff consideration.

Before the of the Delaware Public Service Commission on behalf of Staff

» Docket No. 09-414: Delmarva Power & Light Company (DPL) electric base rates
case, September 2009-May 2010. Expert Witness and Assistant Project Manager.
Analyzed the company’s rate increase filings and provided testimony offering
adjustments for the Commission consideration related to the rate base and
revenue requirements.
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= Docket No. 06-284: DPL’s gas base rates case, October 2006-March 2007. Senior
Technical Consultant and Assistant Project Manager. Analyzed the Company’s
filings, checked the mathematical accuracy of the Company’s revenue
requirements calculations, and provided analytical support to testifying witness.

Before the Michigan Public Service Commission (MIPSC) on behalf of the Michigan
Attorney General

= (Case No. U-15506: Consumers Energy Company base gas rates case, May-November
2008. Expert Witness and Assistant Project Manager. Analyzed the company’s rate
increase filings and provided testimony offering adjustments for the Commission
consideration related to the rate base and revenue requirements - proceeding was
settled through negotiations.

* (Case No U-15244 Detroit Edison electric base rates case, September 2007-October
2008.

= (Case No. U-15245 Consumers Energy Company base gas rates case, July 2007-April
2008.

Senior Technical Consultant and Assistant Project Manager. Analyzed the Company’s
filings, checked the mathematical accuracy of the Company’s revenue requirements
calculations, and provided analytical support to testifying witness.

= Case No. U-14547 Consumers Energy Company base gas rates case, December 2005-
April 2006. Expert Witness and Assistant Project Manager. Analyzed Company’s rate
increase filings and provided testimony offering adjustments for Commission
consideration related to the rate base and revenue requirements.

Before the Maryland Public Service Commission (MDPSC)

= Case No. 9092 Pepco electric base rates case, on behalf of the Staff of the MDPSC,
December 2006-June 2007. Expert Witness and Assistant Project manager. Analyzed
Company'’s rate increases filings and provided direct and rebuttal testimony offering
adjustments for the Commission consideration related to the rate base and revenue
requirements.

» (Case No. 9062 Chesapeake Utilities Corporation gas base rates case, on Behalf of the
Maryland Office of People’s Counsel, May-August 2006. Expert Witness and
Assistant Project Manager. Analyzed Company’s rate increase filings and provided
testimony offering adjustments for the Commission consideration related to the rate
base and revenue requirements - participated in settlement negotiations that were
ultimately accepted by all parties.

Before the Illinois Commerce Commission, Case No. 05-0597, on behalf of the Illinois
Citizens Utility Board, Cook County State Attorney's Office and City of Chicago,
November 2005-May 2006. Senior Technical Consultant and Assistant Project Manager.
Analyzed the Company’s filings, checked the mathematical accuracy of the Company’s
revenue requirements calculations, and provided analytical support to testifying
witness.

Before the Hawaii Public Utilities Commission (HPUC), Docket No. 05-0075: Instituting a
Proceeding to Investigate Kauai Island Utility Cooperative’s Proposed Revised
Integrated Resource Planning and Demand Side Management Framework, On behalf of
the Staff of the HPUC, June-November 2005. Senior Technical Consultant and Assistant
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Project Manager. Conducted and reported on the results of an industry survey of other
cooperatives and Commissions to obtain an overview of how other entities approach
the specific issues identified within this docket.

+ Before the Public Utilities Commission of the State of Colorado (COPUC), Docket No.
04A-050E: Review of the Electric Commodity Trading Operations of Public Service
Company of Colorado (PSCo), On behalf of the COPUC Staff, March-September 2004.
Expert Witness and Assistant Project Manager. Performed a transaction audit of PSCo’s
electric commodity trading operations and submitted testimony describing the process
used to conduct the investigation, a summary of the audit findings, and discussion of the
significance of the findings.

% Before the New York Public Service Commission, Case No. 00-E-0612: Proceeding on
Motion of the Commission to Investigate the Forced Outage at Consolidated Edison
Company of New York, Inc.’s Indian Point No. 2 Nuclear Generation Facility, On behalf of
Consolidated Edison Company of New York, Inc., October 2000-September 2003. Project
Manager. Supervised cross functional teams to assist scheduling and nuclear
engineering experts with responses to interrogatories and the development of three
comprehensive rebuttal testimonies on the prudence of extended outages at the Indian
Point 2 nuclear power plant. The proceeding settled prior to filing of testimony.

Civil Litigation

% ADF Construction vs. Kismet, On Behalf of ADF Construction, December 2003-February
2004. Assistant Project Manager for a delay and disruption construction claim related to
a large hotel complex in North Carolina - worked with scheduling experts to determine
schedule delay and disruption and calculated related damages.

% On behalf of New Carolina Construction, July 2002-January 2003

»  New Carolina Construction vs. Atlantic Coast
s New Carolina Construction vs. Acousti

Project Manager for a delay and disruption claim related to construction of a large
high school complex in South Carolina - worked with scheduling experts to
determine schedule delay and disruption and calculated related damages. Claim was
settled out of court.
% State of Nevada Bureau of Consumer Protection, September-December 2003. Assistant
Project Manager for damage assessment project related to potential litigation regarding
the Western Market Manipulation.

% Oakwood Homes, On behalf of Oakwood Homes, February 1999-May 2000. Assistant
Project Manager for a delay and disruption claim related to the construction of a large
manufacturing facility in Texas - worked with scheduling experts to determine schedule
delay and disruption and calculated related damages. Dispute was settlement through
mediation.

7

¢

McMillan Carter, On behalf of McMillan Carter, June-September 2002. Project Manager
for a delay and disruption claim related to construction of a large high school complex in
North Carolina - worked with scheduling experts to determine schedule delay and
disruption and calculated related damages. Claim was settled out of court.

% Fluor Daniel Inc. vs. Solutia, Inc,, On behalf of Fluor Daniel, May 2000-August 2001,
Assistant Project Manager for a delay and disruption construction claim related to large
chemical processing facility in Texas - worked with scheduling experts to determine
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schedule delay and disruption and calculated related damages. Dispute proceeded
through mediation.

% First National Bank of South Carolina vs. Pappas, On Behalf of First National Bank of
South Carolina, 1991-1992, Civil litigation, deposed during pre-trial discovery on
analytical findings related to check kiting and fraudulent loan applications. Supported
counsel and expert witnesses during civil proceeding.

07
0‘0

First Union vs. Pappas, On Behalf of First Union, 1991-1992. Civil litigation, deposed
during pre-trial discovery on analytical findings related to check kiting and fraudulent
loan applications. Dispute was settled out of court.

Testimony proffered

Before the Colorado Public Utilities Commission
=  Public Service Company of Colorado - Docket No. 04A-050E

Before the Delaware Public Service Commission
=  Delmarva Power & Light Company - Docket No. 09-414

Before the Maryland Public Service Commission
= Potomac Electric Power Company - Case No. 9092
= Chesapeake Utilities Corporation - Case No. 9062

Before the Michigan Public Service Commission
= Consumers Energy Company - Case No. U-15506
= Consumers Energy Company - Case No, U-14547

Before the Public Service Commission of Nebraska
»  SourceGas Distribution LLC - Docket No. NG-0078

System Implementation

Mrs. Mullinax has worked with various business and local governmental entities to
design and implement accounting and business systems that addressed real world
problems and concerns. She has developed accounting policy and procedure manuals for
county governments, a library, and a water utility.

Professional Experience

Blue Ridge Consulting Services, Inc.: 2004 - Present
Vice President and Chief Financial Officer
Senior Technical Consultant / Expert Witness

Hawks, Giffels &Pullin, Inc.: 1993 - 2004
Vice President and Chief Financial Officer
Executive Consultant

Controller

Cherry, Bekaert & Holland, CPAs: 1991 - 1993
Accounting Supervisor

Senior Accountant

Staff Accountant

Smith, Kline and French Pharmaceutical Company: 1988 - 1991
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Professional Sales Representative

Milliken & Company: 1979 - 1988
Quality Assurance Manager
Technical Cause Analyst
Department Manager

Professional Certification

Certified Public Accountant (CPA), State of South Carolina - 1993
Certified Financial Planner (CFP) - 1994

Certified Internal Auditor (CIA) - 2006

Chartered Global Management Account (CGMA) - 2012

Professional Affiliations

Member of the American Institute of Certified Public Accountants (AICPA)
Member of the South Carolina Association of Certified Public Accountants (SCACPA)

Member of the Institute of Internal Auditors (1I1A)

Member of the Western Carolinas Chapter of the Institute of Internal Auditors (WCIIA)

Education

Clemson University, B.S. Administrative Management with honors, 1978

Clemson University, M.S. in Management, 1979
College for Financial Planning, 1994
NARUC Utility Rate School, 32nd Annual Eastern
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ARIZONA CORPORATION COMMISSION

Docket No. E-04204A-15-0142
Attachment DHM - 2

Docket No. E-04204A-15-0142

Schedule A
UNS Electric, Inc. Page 1 of 1
Computation of Increase in Gross Revenue Requirement
ACC Jurisdictional
Test Year Ended December 31, 2014
(Thousands of Dollars) UNSE Proposed Staff Calculated Difference
Original Fair Original Fair Original Falr
Line Description Reference Cost RCND Value Cost RCND Value Cost RCND Value
———— ——— ——
- ) ® e © ® ©) T ® T ® )
1 Adjusted Rate Base Sch. B (ACC) $ 272013 $ 430427 355,720 $ 270189 $ 437603 § 353,896 $ (1824) s (1.824) $ (1,824)
2 Required Operating Income (a) $ 22,108 § 22,108 § 22,108 $ 19,818 § 19818 § 19,818 $ (22000 § (22000 § (2,290)
3 Adjusted Orperating Income Sch. C (ACC) 3 8045 § 8045 _§ 8,045 § 8537 § 8537 $ 8537 $ 492 § 492 3 492
4 Operating Income Deficiency $ 14,064 § 14,064 § 14,064 $ 11,281 ¢ 1,281 § 11,281 $ (2782) (2782) $ (2,782)
5 Gross Revenue Conversion Factor 1.6084 1.6084 1.6084 1.6070 1.6070 1.6070
6 Increase in Gross Revenue Requirement $ 22621 § Nw_mmd $ Nw_mwd $ 18,128 § 18,128 § 18,128 $ {4 Aomw 3 (C] Aoww m ?A@uN
7 Weighted Average Cost of Captial Schedule D 7.67% 7.67% 7.67% 7.22% 7.22% 7.22%
8 Fair Value Adjustment 0.46% -2.64% -1.45% 0.12% -2.69% -1.62%
9 Required Rate of Retumn Schedule D 8.13% 5.03% 6.22% 7.33% 4.53% 5.60%
10 Return on Equity 10.35% 9.50%
Revenue Increase and Estimated Percentage Rato Increase (Decrease)
1" Electric Retail Revenues - Current Rates Sch. C (ACC) $ 147,107 $ 147,107 $ 154,888 $ 154,888  Staff Revenue from Schedule [o]
12 With Proposed Base Rate increase Line 6 + Line 10 $ 169,728 $ 169,728 $ 173,016 $ 173,016
13 Percent Retall Revenue Increase 15.4% 15.4% 1M.7% 1.7%

Notes and Source

Column A and B: UNSE filing, Schedule A-1
UNSE Proposed

[a] Required Operating Income
Adjusted OCRB Rate Base $ 272,013
Weighted Average Cost of Captial 7.67%
Required Income Before FV Adjustment $ 20854 $ 20,854
el
Adjusted FV Rate Base $ 355,720
Adjusted OCRB Rae Base $ 272,013
Difference $ 83,707
Return on FV Increment (b) 1.50%
Required Income on FV increment $ 1256 § 1,256
RN
Required Operating Income $ 22,108
el
(b) From 2015 UNSE Rev Req Model.xism; Cover; Line 31
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Docket No. E-04204A-15-0142

Schedule A.1
UNS Electric, Inc. Page 1 of 1
Computation of Revenue Conversion Factor
Test Year Ended December 31, 2014
Company Staff Staff
Line Description Proposed Adjustment Proposed
(A) (B) (C)
1 Gross Revenue 100.00% 100.00%
2 Less: Uncollectible Revenue (a) 0.3438% -0.0895% 0.2543%
3 Taxable Income as a Percent 99.66% 99.75%
4 State Income Tax Rate 5.48% 5.48%
5 Federal Effective Income Tax Rate [b] 32.14% 32.14%
6 Total Effective Tax Rate 37.61% 37.613%
7 Total Effective Tax Rate Adjusted for Uncollectibles 37.48% 37.52%
8 Change in Net Operating Income 62.17% 62.23%
9 Gross Revenue Conversion Factor 1.6084 (0.0014) 1.6070
Notes and Sources
Column A: UNSE filing, Schedule C-3
(@) Average Retail Expense Ratio from Bad Debt Adjustment
(b)
Federal Effective Income Tax Rate (1-State Rate*Federal Rate)
1-State Income Tax Rate 94.53% 94.53%
Federal Income Tax Rate 34.0% 34.0%
Federal Effective Inocme Tax Rate 32.14% 32.14%
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Docket No. E-04204A-15-0142

Schedule B
UNS Electric, Inc. Page 1 of 1
Original Cost and RCND Adjusted Rate Base
ACC Jurisdictional
Test Year Ended December 31, 2014
(Thousands of Dollars) Original Cast RCND
As Adjusted Staff As Adjusted As Adjusted Staff As Adjusted
Line Description by UNSE Adjustments by Staff by UNSE Adj nts by Staff
A) ) (©) () E) F)
1 Gross Utility Piant in Service $ 664,701 $ 664,701 $ 1,169,067 $ 1,169,067
2 L.ess: Accumulated Depreciation 296,961 2,000 298,961 561,911 2,000 563,911
3 Net Utility Plant in Service 367,740 (2,000) 365,740 607,156 (2,000) 605,156
4 Citizens Acquisition Discount (95,158) (95,156) (170,847) (170,847)
5 Less: Accum. Amort. - Citizens Acq. Discount {36,098) 36,098 (69,678) (69,678)
6 Net Citizens Acquisition Discount (59,058) - (59,058) (101,169) - (101,169)
7 Total Net Utility Plant 308,682 (2,000) 306,682 505,987 {2,000) 503,987
8 Customer Advances for Construction (3,833) (3,833) (4,268) (4,268)
9 Customer Deposits (4,428) (4,428) (4,428) (4,428)
10 Other (ITC) (422) (422) (422) (422)
1 Accumulated Deferred Income Taxes (35,161) {35,161) {64,617) {64,617)
12 Total Deductions (43,844) - (43,844) (73,735) - (73,735)
13 Allowance for Working Capital 7,175 176 7,351 7175 176 7,351
14 Regulatory Assets - - - -
15 Regulatory Liabilities - - - -
16 Total Rate Base $ 272013 § (1824) 8 270,189 § 439427 § (1,824) § 437,603
B =

Notes and Source

Columns A and D: UNSE filing, Schedule B-1
Columns B and E: See Schedule E

Fair Value Calculation (Per Company)

17 Original Cost
18 RCND
19 Total
20 Average (Fair Value)
Fair Value Calculation (Per Staff)
21 Original Cost
22 RCND
23 Total
24 Average (Fair Value)

$ 272,013
439427

711,440

355,720  Used in Schedule A

$ 270,189
437,603

707,792

353,896 Used in Schedule A
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Docket No. E-04204A-15-0142

Schedule C
UNS Electric, Inc. Page 1 of 1
Adjusted Net Operating Income
ACC Jurisdictional
Test Year Ended December 31, 2014
(Thousands of Dollars)
As Adjusted Staff As Adjusted
Line Description by UNSE Adjustment by Staff
(A) (B) (C)
Operating Revenues
1 Electric Retail Revenues $ 147,107 § 7782  § 154,888
2 Sales for Resale (0) - (0)
3 Other Operating Revenues 1,828 - 1,828
4 Total Operating Revnues $ 148,935 $ 7,782  $ 156,716
Operating Expenses
5 Fuel, Purchased Power, and Transmission $ 77,522 $ 7,762  § 85,284
6 Other Operations and Maintenance Expense 42,868 (782) 42,085
7 Depreciation and Amortization 13,060 - 13,060
8 Taxes Other than Inocme Taxes 6,149 (9) 6,139
9 Income Taxes 1,291 320 1,611
10 Total Operating Expenses $ 140,889 § 7290 $ 148,180
1" Operating Income $ 8045 § 481 § 8,537

Notes and Sources

Column A: UNSE filing, Schedule C-1
Column B: Staff Schedule E




ARIZONA CORPORATION COMMISSION

UNS Electric, Inc.
Cost of Capital
Test Year Ended December 31, 2014
(Thousands of Dollars)
Line Description

® N !

10
1"
12
13

usted Fair Value Rate Base
Original Cost Rate Base (OCRB)

Reconstructed Cost New Depreciation {RCND)
Fair Value Rate Base {FVRB)

FVRB/OCRB Multiple

SE Propos d Adjusted C
Short-Term Debt

Long-Term Bond Debt, Net
Common Stock Equity
Total Capitat

Short-Term Debt

Long-Term Bond Debt, Net

Common Stock Equity

FVRB Increment Above Originai Cost
Total Capital

Adjusted Fair Value Rate Base
Original Cost Rate Base (OCR8)
Reconstructed Cost New Depreciation (RCND)

Fair Vaiue Rate Base (FVRB)
FVRB/OCRB Multiple

Staff Proposed Adj usted C.
Short-Term Debt
Long-Term Bond Debt, Net
Common Stock Equity

Tota! Capitat

0

Short-Term Debt

Long-Term Bong Debt, Net

Common Stock Equity

FVRB Increment Above Original Cost
Total Capital

Notes and Sources

Referonce Amount Percont
————— —Amount —
(B) (B) ©
Schedule B 272,013
Schedule B 439,427
————— R
Average Lines 1 & 2 365,720
Line 3/Line 1 1.30773
e ——— i
$ - 0.00%
UNSE Schedule D-1 169,590 47.17%
UNSE Schedule D-1 189,932 52.83%
$ 359,522 100.00%
$ - 0.00%
Line 1 x Line 6 {Debt % 128,311 36.07%
Line 1 x Line 7 (Equity %) 143,702 40.40%
Line 3 - Line 1 83,707 23.53%
3 355,720 100.00%
e e e 1 0000%
Schedule B 270,189
Schedule B 437,603
——————TUD
Average Lines 14 and 15 353,896
Line 16/Line 14 1.30981
s s
$ - 0.00%
UNSE Schedule D-1 169,590 47.17%
UNSE Schedule D-1 189,932 52.83%
T ———_52.83%
$ mmc_umn 100.00%
$ - 0.00%
Line 14 x Line 19 (Debt % 127,451 35.83%
Line 14 x Line 20 (Equity %) 142,738 40.13%
Line 14 - Line 16 83,707 23.53%
$ mwa_mwm 99.49%

Docket No. E-04204A-15-0142

0.00%
4.66%
10.35%

0.00%
4.66%
10.35%
1.50%

Schedule D
Page 1 of 1

Rate of
Return
—— e
(F)

WACC
0.00%

2.20%
5.47%

FVROR
0.00%

1.68%
4.18%
0.35%

8.22%)|

WACC
0.00%

2.20%
5.02%

FVROR
0.00%

1.67%
381%
0.12%

Y

Line 21 and 24 Stafrs recommended Cost of Common Stock Equity - see Staff Witness Elijah Abinah
Line 25 Staffs recommended FVRB ROR - see Staff Witness Elijah Abinah

Docket No. E-04204A-15-0142
Attachment DHM - 2
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ARIZONA CORPORATION COMMISSION Docket No. E-04204A-15-0142
Schedule D.1
UNS Electric, Inc. Page 1 of 1

Impact of Recommended Cost of Captial on Company's Proposed Revenue Requirements

(Thousands of Dollars)

UNSE Staff Staff's
Line Description Fair Value Adjustment Position
(A) (8) (€) (D)
1 Adjusted Rate Base $ 355,720 $ 355,720
2 Weighted Average Cost of Capital 7.67% -0.45% 7.22%
3 Fair Value Adjustment -1.45% -0.17% -1.62%
4 Required Rate of Return 6.22% -0.62% 5.60%
5 Return Requirement $ 22,097 § 2177) $ 19,920
6 Operating Revenues $ 148,935 $ 148,935
7 Operating Expenses $ 140,889 $ 140,889
8 Net Operating Income $ 8,045 $ 8,045
9 Income Deficiency $ 14,053 $ 11,875
10 Revenue Conversion Factor 1.6084 1.6084
11 Revenue Deficiency $ 22603 $ (3,502) $ 19,101

12 Revenue Deficiency Percent Change -15.49%




ARIZONA CORPORATION COMMISSION

UNS Electric, Inc.

Summary of Rate Base and Operating Income Adjustments

ACC Jurisdictional
Test Year Ended December 31, 2014

Line

DU A WN

~

10
Ul
12

13
14
15

Description _

Rate Base

Gross Utility Plant in Service

Less: Accumulated Depreciation
Net Utility Plant in Service

Citizens Acquisition Discount
Less: Accum. Amort. - Citizens Acq. Discount
Net Citizens Acquisition Discount

Total Net Utility Plant

Customer Advances for Construction

Customer Deposits

Other (ITC)

Accumulated Deferred Income Taxes
Total Deductions

Allowance for Working Capital
Regulatory Assets
Regulatory Liabilities

Total Rate Base

Operating Revenues
Electric Retail Revenues
Sales for Resale
Other Operating Revenues
Total Operating Revenues

Operating Expenses

Fuel, Purchased Power, and Transmission

Injuries &

E-8

Purchased
Power & Fuel

@

$ 7.781,533

$ 7,781533

Other Operations and Mai 1ce E;
Depreciation and Amortization
Taxes Other than Income Taxes
Income Taxes

Total Operating Expenses

Operating Income

Notes and Sources

3 491166 §

(333,333)

125379

[— =7 LA
$ __(207.954)

207954,

$ 7781533

3 (100.178) _§

$ 7781533

$ -

Docket No, E-04204A-15-0142

Docket No. E-04204A-15-0142
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1 Cash Working Capital

2 Impact to Rate Base

Notes and Sources

$ (51197,99) [ $

$

(5,197,996)

Schedule E-1
UNS Electric, Inc. Page 1 of 1
Cash Working Capital
Test Year Ended December 31, 2014
(Thousands of Dollars)

Amount Per Staff Amount Per
Line Description Company Adjustment Staff
(A) (B) (€)

192,930 ] $ (5,005,066)

$

192930 _$ (5,005,066)

See CWC Workpaper
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ARIZONA CORPORATION COMMISSION

Docket No. E-04204A-15-0142
UNS Electric, Inc. Schedule E-1 WP
Cash Working Capital Workpaper Page 1 of 1

Test Year Ended December 31, 2014

(Thousands of Dollars)

UNSE Proposed Staff Recommendation
Cash
Pro Forma Net Lag Lead/Lag Working Cash
Test Year Revenue Expense Days Factor Capital Working
Line Description Amount Lag Days Lag Days (C -D) ( E/365) (F x B) Adjuatments Capital
(A} (B) ©) D) B (F) ©) H
Operating Expenses
Non-Cash Expenses
1 Bad Debts Expense $ 506 $ (132)
2 Depreciation 11,406
3 Amortization (3,629)
4 Deferred Income Taxes 4,627
Other Operating Expenses
5 Salaries and Wages (UNSE Direct Employees) 4,616 35.59 2333 12.26 00336 § 155 (146) (5)
6 Incentive Pay (UNSE Direct Employees) 329 36.59 267.00 -231.41 (0.6340) (209) (152) 96
7 Purchased Power 62,965 35.59 33.79 1.80 0.0049 n 7,782 38
8 Transmission Other 9,014 35.59 40.67 -5.08 (0.0139) (125) (20) 0
9 Meter Reading 574 35.59 33.67 1.92 0.0053 3 -
10 Customer Records & Collection Expenses (excluding allocations) 1,169 35.59 34.94 0.65 0.0018 2 -
" Office Supplies and Expenses 1,005 35.59 50.89 -15.30 (0.0419) 42) -
12 Injuries and Damages 750 36.59 70.52 -34.93 (0.0957) (72) (353) 34
13 Pensions and Benefits 1,960 35.59 51.37 -15.78 (0.0432) (85) -
14 Support Services - TEP (Direct Labor, Burdens, System Alloc.) 6,059 35.59 4477 -9.18 (0.0252) (152) -
15 Property Taxes 6,733 35.69 212.00 -176.41 (0.4833) (3,254) -
16 Payroll Taxes 376 35.59 12.00 23.59 0.0646 24 9 (1)
17 Current Income Taxes - 35.59 0.00 35.59 0.0975 - ! 31
18 Interest on Customer Deposits 7 35.59 182.50 -146.91 (0.4025) (3) -
19 Other Operations and Maintenance 25,050 35.59 41.21 -5.62 (0.0154) (386) -
20 Total Operating Expenses 133517 m 7,290
Other Cash Working Capital Elements:
21 Interest On Long-Term Debt 7,859 35.69 89.50 -563.91 (0.1477) (1,1861)
22 Revenue Taxes and Assessments 1,717 35.59 49.43 -13.84 (0.0379) (444)
23 Total Cash Working Capital Total Company §  (5,438) $ 194
24 ACC Jurisdiction Ratio 96% 96%
25 ACC Jurisdiction (5,198) $ 193
w/o Int Synch  w/Int Synch  Int Synch

26.00 Cument Income Taxe 305 [ 320] 15

Notes and Sources

Lead/Lag Study from UNSE Schedule B-5, page 3 of 3

Line 24 - ACC Jurisdiction Ratio - 2015 UNSE Rev Req Model, Tab Rate Base, Cell AD 279




ARIZONA CORPORATION COMMISSION

Docket No. E-04204A-15-0142
Attachment DHM - 2

Docket No. E-04204A-15-0142

Schedule E-2
UNS Electric, Inc. Page 1 of 1
Bad Debt Expense
Test Year Ended December 31, 2014
Amount Per Staff Amount Per
Line Description Company Adjustment Staff
(A) (B) ©
1 Adjusted Retail Revenue $ 147,106,730 $ 147,106,730
2 Three-Year Average Retail Expense Ratio 0.34375% 0.25426%
3 Pro Forma Bad Debt Expense 505,677 374,037
4 Recorded Test Year Bad Debt Expense 863,828 863,828
5 Adjust Recorded to Normalized Bad Debt $ (358,151) | $ (131,640)] _$ (489,791)
6 State Income Tax Rate 5.475% 5.475%
7 Effect on State income tax expense $ 19,609 $ 7207 $ 26,816
8 Federal Taxable $ (338,542) $ (462,975)
9 Federal Income Tax Rate 34.00% 34.00%
10 Effect on Federal income tax expense $ 11 5!104 $ 42,307 $ 157,411
M Total Income Tax $ 49,514
12 Total Expense $ (223438) $ (82,126) § (305,564)
13 Impact to Operating Income $ 223438 3 82,126 § 305,564

Notes and Sources

Line 1 - UNSE response to UDR 1.001 Income-Bad Debt Expense

UNSE response to UDR 1.001 Income-Bad Debt Expense

Unadjusted Retail Revenue

14 2012
15 2013
16 2014
Bad Debt Expense
17 2012
18 2013
19 2014
% Retail Expense to Retail Revenue
20 2012
21 2013
22 2014

23 Average of Average Retail Expense Ratio
24 Total Unadjusted Retail Revenue

25 Total Bad Debt Expense

26 Three-Year Average Retail Expense Ratio

27 Uncollected Revenues Ratio - Schedule A.1

State and Federal Income Tax Rate - UNSE response to UDR 1.068

$ 160,107,465
160,650,785
167,998,569

$ 518,681
310,216

863,828

0.32396%
0.19310%
0.51419%

0.34375%

$ 488,756,820
$ 1,692,724
0.34633%

0.34375%

$ 160,107,465
160,650,785
167,998,569

$ 518,681

310,216

$ (450,000) 413,828
$ 1,242,724

0.32396%
0.19310%
0.24633%
0.25446%

$ 488,756,820
$ 1242724

0.25426%

0.25426%
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ARIZONA CORPORATION COMMISSION Docket No. E-04204A-15-0142
Schedule E-4
UNS Electric, Inc. Page 1 of 1

Payroll Expense and Payroll Taxes

Test Year Ended December 31, 2014

Amount Per Staff Amount Per
Line Description Company Adjustment Staff
(A) (B) ©

1 Total O&M Wages

2 Year Ended 2013 $ 4351382 § (145,417) $ 4,205,965
3 Year Ended 2014 4,521,229 (134,346) 4,386,883
4 Two Year Average $ 4,436,306 $ (139,882) $ 4,296,424
5 Average Wage Rate Increase - 2015 _ 2.0% _ 2.0%
6 Average Increase to Wages - 2015 $ 88,726 _$ 85,928
7 Total Wages - 2015 $ 4,525,032 $ 4,382,352
8 Average Wage Rate Increase - 2016 _ 2.0% _ 2.0%
9 Average Increase to Wages - 2016 S 90,501 _9 87,647
10 Total Wages - 2016 $ 4,615,532 $ 4,470,000
11 Total Wage Rate Increase $ 179,228 _$ (5,651) _$ 173,577
12 Total Payroll Adjustment $ 145,533

13 Effective Payroll Tax Rate 7.8% 7.8%
14 Payroll Tax Adjustment $ 13,952 IS (440 $ 13,512
15 Total Payroll and Payroll Tax $ 4,629,485 $ (145,973) $ 4,483,513
16 State Income Tax Rate 5.475% 5.475%
17 Effect on State income tax expense $ (253,464) $ 7992 § (245,472)
18 Federal Taxable $ 4,376,021 $ 4,238,041
19 Federal Income Tax Rate 34% 34%
20 Effect on Federal income tax expense $ 51 ,487,847! $ 46913 § 51 ,440,9342
21 Total Income Tax | $ 54,905 |

22 Total Expense $ 2888174 $ (91,068) § 2,797,107
23 Impact to Operating Income $ (2,888,174) § 91068 _§ (2797,107)

Notes and Sources

Lines 2-11 Column A - UNSE response to UDR 1.001 income - Payroll Expense
Line 2-3 Column B - UNSE response to UDR STF 6.12

Line 13 UNSE response to UDR 1.001 Income-Payroll Tax Expense - Effective Tax Rate = 7.8%

State and Federal Income Tax Rate - UNSE response to UDR 1.068
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ARIZONA CORPORATION COMMISSION Docket No. E-04204A-15-0142
Schedule E-5 WP
UNS Electric, inc. Page 1 of 1

incentive Compensation Workpaper

Test Year Ended December 31, 2014

Line Description 2012 2013 2014 Average Pay Increase Total
(A) (B) ) (2] (E) ]
As Filed by UNSE
1 Incentive Compensation by FERC Account
2 0581 $ - $ 1099 $ 11558 $ 7.518 $ 595 § 8,113
3 0583 12,228 36 - 4,088 324 4,412
4 0592 11,774 32 - 3,935 311 4,247
5 0593 10,754 7.952 7,154 8,620 682 9,302
6 0901 16,458 20,650 25,867 21,025 1,664 22,689
7 0908 (1,080) 8,238 11,652 6,267 496 6,763
8 0920 221,542 241,707 252,559 238,603 18,884 257,487
9 O&M $ 271,666 $ 289610 ¢ 308,890 $ 290,056 $ 22956 $ 313,012
10 Non-Taxable {118,215) {130,668) {131,471}
)l Taxable 153,451 158,942 177,419
12 Effective Payroll Tax Rate 7.8% 7.8% 7.8%
13 $ 11,969 § 12397 $ 13839 $ 12735 § 1,006 $ 13,741
14 Total $ 165I420 $ 171339 $ 191 |258 $ 302|791 $ 23963 § 326,753
Pay Increase - 2%
15 2012
16 2013 $ 5433
17 2014 5433 § 5,792
18 2014 5,433 5792 § 6,178
19 2016 5,433 5,792 6,178
20 2017 5433 5,792 6,178
21 Total $ 27167 $ 23169 § 18533 § 22!956
Payroll Taxes - 2% Increase
22 2012
23 2013 $ 239
24 2014 239 ¢ 248
25 2014 239 248 % 277
26 2016 239 248 277
27 2017 239 248 277
28 Total $ 1197 § 932 § 830 $ 1 IOO('S
50/50
Line Description 2012 2013 2014 Average Pay increase Total Sharing
A) (B) ©) ©) (E) (F) ©)
Staff's Adjustment
29 Incentive Compensation by FERC Account
30 0581 $ 10,996 § 11,558 § 11,277 $ 893 § 12,170 $ 6,085
31 0583 36 - 18 1 19 10
32 0592 32 - 16 1 17 9
33 0593 7,952 7,154 7.553 598 8,151 4,075
34 0901 20,650 25,967 23,308 1,845 25,153 12,576
35 0908 8,238 11,652 9,945 787 10,732 5,366
36 0820 241,707 252,559 247,133 19,559 266,692 133,46
37 03M $ 289,610 $ 308,890 $ 299,250 $ 23684 § 322934 $ 161,467
38 Non-Taxable A (130,669) {131,471)
39 Taxable - 158,942 177.419
40 Effective Payroll Tax Rate 7.8% 7.8% 7.8%
41 $ - $ 12397 $ 13839 § 8745 § 672 % 9417 § 4,709
42 Total $ -8 174,338 § 191 !258 $ 307!996 24356 $ 332352 _$ 166,176
Pay Increase - 2%
43 2012
44 2013 $ -
45 2014 5433 § 5,792
46 2015 5792 $ 6,178
47 2016
48 2017
49 Totat $ 1 6|300 $ 17377 $ 1 2|356 $ 1 5|344
Payroll Taxes - 2% Increase
50 2012
51 2013 $ -
52 2014 239 248
53 2015 239 248 § 277
54 2016
55 2017
56 Total

Notes and Sources

Lines 1-28 UNSE response to UDR 1.001 Income-Incentive Compensation
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ARIZONA CORPORATION COMMISSION

UNS Electric, Inc.

Docket No. E-04204A-15-0142

Attachment DHM - 2

Docket No. E-04204A-15-0142

Schedule E-10

Page 1 of 1
Gila River Deferred Cost Accumulated Depreciation
Test Year Ended December 31, 2014
(Thousands of Dallars)
Amount Per Staff Amount Per
Line Description Company Adjustment Staff
(A) (B) (€)
1 Accumulated Depreciation $ - | $ 2,000,000 $ 2,000,000
2 Impact to Rate Base $ - 8 (2,000,000) $ (2,000,000)

Notes and Sources

See Direct Testimony of Barbara Keene




Docket No. E-04204A-15-0142
Attachment DHM - 3

UNS ELECTRIC, INC.'S RESPONSE TO Page 10f 1
UNIFORM DATA REQUESTS - 2015 UNS ELECTRIC RATE CASE
DOCKET NO. E-04204A-15-0142
May 7, 2015

UDR 1.068

Tax Rate. Please provide the Company's effective tax rate used to calculate the revenue increase
attributable net income deficiencies.

RESPONSE:

The effective income tax rates used by the Company for the revenue increase are as follows:
Statutory Arizona Rate 5.500%
Arizona Apportionment Rate 99.551%
AZ Apportioned Rate 5.475%

Federal Statutory Rate, Income <$10 million 34.000%

State Tax Deduction Benefit .861%
Total Effective Income Tax Rate 37.614%
RESPONDENT:
Donye’ Bonsu
WITNESS:
Jason Rademacher
Arizona Corporation Commission (*Commission”) UniSource Energy Services (“UES”)
Fortis Inc. (“Fortis™) UniSource Energy Development Company (“UED”)
Tucson Electric Power Company (“TEP”) UNS Electric, Inc. (“UNS Electric” or the “Company™)
UNS Energy Corporation (“UNS”) UNS Gas, Inc. (“UNS Gas”)
UNS Energy Corporation and Fortis Inc. Joint Notice of UNS Electric, Inc. 2014 Rate Case Settlement

Reorganization Settlement Agreement approved in Decision No. 74689  Agreement approved in Decision No. 74689 (August
(August 12, 2014) (the “UNS-Fortis Settlement Agreement”) 12, 2014) (the “2014 Settlement Agreement”)




Docket No. E-04204A-15-0142
Attachment DHM - 4

UDR .00V income - Bad Debt Expense.pof '.?39610f3

UNS ELECTRIC, INC.
INCOME STATEMENT PRO FORMA ADJUSTMENT
TEST YEAR ENDED DECEMBER 31, 2014

Tolal Company
FERC T
ACCT ACCOUNY oEerr CREDIT DEBIT CREDIT
904 8 Accol [ ) 356,161 | 3 388,161
ENTRY TOTAL $01 _$s88a81 1) —$350.989 |
NET ENTRY $358,161 $358.151

iy
Resson for Adliatment ﬁf A Terie feo e af rev A
To edjust reizs bad dobt expense axprossed a8 a percenlago of adjusied rolal sevenue !

UNSE(0142)000225




Docket No. E-04204A-15-0142
Atta ent DHM - 4
Income - Bad Debt Expense.pdt f. Page 2 of 3

UNS ELECTRIC, INC.
BAD DEBT EXPENSE
TEST YEAR ENDED DECEMBER 31, 2014 _—
Jest Year Revonuo
Adjusted Retall Revenue 147,108,730 (A)
3 Yoar Averago Rotall Expense Rate 0.34378%
Pro Forma Bad Debt Expense 505,677
Recorded Test Year Bad Dobt Exponse 883.828 24
Adjustment Required $ i 5356.151!
Actyal Bad Dobt Expense
2012 $ 518,6812.C
2013 31021621
2014 863,828 .2 2
3 Year Retall Expense Amount $ 1,692,724
Unadjusted Retall Reveniie
2012 $ 160,107,465 2 ~
2013 160,650,785 2. &
2014 167,998,568 = ¥
3 Year Rotall Revenue $ 488,756,820 =,
% Exponse to Retall -
2012 0.32395%
2013 0.19310%
2014 0.51419%
3 Year Average Retall Expense Rate 0.34376%
(A) Per Revenue Requirement Mode!

UNSRARAYCIREPm
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Docket No. E-04204A-15-0142
Attachment DHM - 5

UNS ELECTRIC, INC.'S RESPONSE TO Page 10f 1
UNIFORM DATA REQUESTS - 2015 UNS ELECTRIC RATE CASE
DOCKET NO. E-04204A-15-0142
—~ May 7, 2015
UDR 1.053

Bad Debt Expense. Please provide total accrued bad debt expense, recoveries, and write offs for
end of year 2012, 2013 and 2014.

RESPONSE:

Bad Debt Expense  Recoveries  Write Offs
2012 $518,681 $108,787 $507,575
2013 $310,216 $69,162 $407,940
2014 $863,828 $13,662 $395,156

Note: Bad Debt Expense results are reported from the Income Statement. The Recoveries and
Write Offs are components of the ‘Allowance for Doubtful Accounts’ Balance Sheet account.
2014 bad debt expense includes a $450,000 specific reserve for a large mining company that

filed bankruptcy during 2014.
RESPONDENT:
Brian Brumfield
WITNESS:
David Lewis
—_—
Arizona Corporation Commission (“Commission™) UniSource Energy Services (“UES™)
Fortis Inc. (“Fortis™) UniSource Energy Development Company (“UED™)
oo Tucson Electric Power Company (“TEP™) UNS Electric, Inc. (“UNS Electric” or the “Company™)
UNS Energy Corporation (“UNS"”) UNS Gas, Inc. (“UNS Gas”)
UNS Energy Corporation and Fortis Inc. Joint Notice of UNS Electric, Inc. 2014 Rate Case Settlement

Reorganization Settlement Agreement approved in Decision No. 74689  Agreement approved in Decision No. 74689 (August
(August 12, 2014) (the “UNS-Fortis Settlement Agreement”) 12, 2014) (the “2014 Settlement Agreement™)




Docket No. E-04204A-15-0142
i Attachment DHM - 6
UDR 1,001 income - Injuries & Damages.pdf 0! Page 10f2

UNS ELECTRIC, INC.
PN INCOME STATEMENT PRO FORMA ADJUSTMENY
TEST YEAR ENDED DECEMBER 31, 2014

“okal Compeny —ACC Jurmsdicional |
[ FERC ] o
_Acet FERC ACCOUNT DESCRIFTION DEBIT CREOIT DEBIT CREDIT
828 and L I%_ 8570, —§355,.542
"ENTRY TOTAL 3371 $0 58,542 30 |
NET ENTRY PR 11 (/- X —— L

Pt Tarsididoan ot Fi. 0266100
Besson for Adjystment K
To adjusi injuries and damages 10 & hvee yesr average.

UNSE(0142)000319
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income - Inuries & Damages.pdf + P29 20f2
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Docket No. E-04204A-15-0142
Attachment DHM - 7
UDR LODI Inomne-PaymnExpense.pdtu?, Page 1 of 4

UNS ELECTRIC, INC.
INCOME STATEMENT PRO FORMA ADJUSTMENT
TEST YEAR ENDED DECEMBER 31, 2014

Yotal Gt AEC Jurisdictionsl |
FERC -1
ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT pEBIY CREDIT
0548 Genaration 508 Z $77 77—
[~0853 Main Gen & Elec Plant —$0.620 39,620
0562 rans-Slabion Expenses $5,260
0671 [Trans-Maint of OH Lines $745 Py
0568 764 S 7ee] 177
0503 Dist-Maint of OH Lines 332 $32,226
[ 0801 510 $20,510
0508 [Customer Assistance $8,519 33,519
o820 Saiaries 488 320275 1>
ENTRY TOTAL $179.227 [ $173,011 30
NET ENTRY $179,227 $172011

Reaton for Adustmont
To adjust payroll expense recorded tn the lest year by applying an estimaie wage rate increase of 2% to ;,_,,,,1.—‘. i

O, At
VY als e Forisdedien

31 ‘/(.0?—“" 7

UNSE(0142)000355
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Docket No. E-04204A-15-0142
Attachment DHM - 8
UNS ELECTRIC INC.'S RESPONSE TO STAFF’S SECOND SET OF DATA REQUESTS Page 1 of 1
REGARDING THE 2015 UNS ELECTRIC RATE CASE
DOCKET NO. E-04204A-15-0142
September 8, 2015

STF 6.12

Incentive Compensation and Payroll Expense: Direct Testimony of David L. Lewis, page 29,
lines 6-10 and Income ~ Payroll Tax Expense.xlsm, Page 2 of the Payroll Expense workpaper
includes Total O&M Wages for 2013 and 2014 used to calculate the 2 Year Average O&M:

a. Please explain the “Incentive Comp” shown on the Payroll Expense workpapers.

b. Please confirm or deny that the “Incentive Comp” shown on the Payroll Expense
workpapers is the Performance Enhancement Plan (PEP) previously limited by the
Commission,

c. Provide the amounts of PEP included in the Total O&M Wages for 2013 and 2014,
RESPONSE:

a. The “Incentive Comp” as show on the Payroll Expense work papers represents the
amount of incentive compensation that is attributable to the labor dollars charged for each
corresponding FERC account. This is also reflected in FERC Form one page 354.

b. The amount reflected in the Payroll Expense work papers only includes 50% of the non-
executive PEP. The Company in this rate case is requesting 100%, see response STF
6.16 for further explanation.

c. PEP amounts included in Total O&M Wages for 2013 and 2014 are $145417 and
$134,346, respectively.

RESPONDENT:
Rigo Ramirez
WITNESS:
David Lewis

Arizona Corporation Commission (“Commission”) UniSource Energy Services (“UES"”)

Fortis Inc. (“Fortis™) UniSource Energy Development Company (*UED”)
Tucson Electric Power Company (“TEP™) UNS Electric, Inc. (“UNS Electric” or the “Company"”)
UNS Energy Corporation (“UNS") UNS Gas, Inc. (“UNS Gas™)




Docket No. E-04204A-15-0142

UBR ‘ -w { Income - Payroll Tax Expense.péfﬂaca'f' n;;H1Mo} g

UNS ELECTRIC, INC.
INCOME STATEMENT PRO FORMA ADJUSTMENT
TEST YEAR ENDED DECEMBER 31, 2014

Tolal C ACC Jurlsdictlonal |
R _._rm_
AcCT FERC ACCOUNT DESCRIPTION DEBIT CREDIY DEBIT cR
a08_ Texcs Other Than Income Taxcs Fii P4 813,952' $13.357
ENTRY TOTAL $iaeez 0 $13307 90
NET ENTRY 312,862 —13397.00

/"’77 Aee 7.'-'-'5,111. foot

Resson for Adlustment
To adjust payroll tax expense recorded in the tesi year based on an annuaized normat payrol lovel
tmos the tesl year ended Decomber 31.2014 offective employer payrof tax rato

UNSE(0142)000367




UNS ELECTRIC, INC.
Payroll Tax Expense
Test Year Ended Decomber 31, 2014

Docket No. E-04204A-15-0142
Attachment DHM - 9
Income - Payroll Tax Expense.pdf f' age 2 of 2

2/ 668,030 per Form 841
Z 73 162,210 per Form 841
2 C 8,480 per FUTA and SUTA retums

fL 0.078 effective tax rate (A)

TEP Emplover Tax - Yest Year Ended December 31, 2014
Social Security $
Medicare
FUTA/SUTA
838,728 #-
Wages, tips and other
compensation from Form
941
1Q 2014 24 2,865,460
2Q 2014 “IF 2,432,383
3Q 2014 64 3,288,801
4Q 2014 44 2,187,841
10,774.674 13
Payroll Adjustment

Employer Payroll Tax Adjustment

A gzg.729. ¢
IB10-774+6Th-
N 077TEHMCE5%556 G

54 179,227 (B)

“$ 13952 ,52 (M) X (B)

P

UNGE202900089PM




Docket No. E-04204A-15-0142
Attachmept DHM - 10
uba ‘ tw Income - Incentive comwtbﬂ.pdfacpn:e&age 10f2

UNS ELECTRIC, INC.
INCOME STATEMENT PRO FORMA ADJUSTMENT
TEST YEAR ENDED DECEMBER 31, 2014

ADJUSTMENT NAME: incoms - Incentive
ADJUSTMENT TO: tncome Statement
DATE SUBMITTED: Fi 19, 2015
s Oavid
CHECKED BY; Bemadetio Porter
REVIEWED BY:
Total Company ACC Juriadictional
FERC
ACCY  |FERC ACCOUNT DESCRIPTION oEBIT CREDIY DEBIT CREOIT
0581 Dist-Load Dispaiching $2,109 52,189
0583 Overhead Line 34,412 ‘ $4412
0562 Maintenance of Station ment 247 $4.247
0593 Lines 35842 $5.642
0801 S - $9,403 $6.402
0808 Assistance $800 $800
0920 Ganeral Salaires $140,883 §135,295
0408 Payroll Texes $7,687 $7.381
ENTRY TOTAL 317628 30 $169,317 0
NETENTRY e 752 —dtenan

mamehww:pm.wmmudz%mwummuhthemmphunﬁnmm
exponse for the years 2012 - 2014, Only unclassifiod empioyees participate In the incentive compensation program.

The adjustment includes payroll taxes.

UNSE(0142)000252
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Docket No. E-04204A-15-0142
Attachment D!

UNS ELECTRIC INC.'S RESPONSE TO STAFF’S SECOND SET OF DATA REQUESTS - Pa9® 1of
REGARDING THE 2015 UNS ELECTRIC RATE CASE '
DOCKET NO. E-04204A-15-0142
September 8, 2015

STF 6.15

Incentive Compensation: Reference workpaper Income-Incentive Compensation: The workpaper
for Incentive Compensation includes “Normalized 3 Year Average Including 2% Increase.” The
2% increase includes increases for 2013 through 2017. Please explain the Company’s rationale
for including a 2% pay increase for 2017 and how these amounts are known and measureable.

RESPONSE:

Each year, Senior Officers of the Company approve a targeted merit pay increase for non-union
employees, along with a range above and below the target to correlate pay with individual
employee performance. In 2015, a 2% targeted merit pay increase was approved. Since 2012,
the Officers have approved annual targeted pay increases of 2%, with the exception of 2013,
which specified a merit pay increase of 3%. By the time the UNS Electric rate case is finalized,
the 2016 targetcd merit increase will have already been awarded to employees. While the 2016
and 2017 merit increases are not yet known and measurable, management currently expects that
targeted merit pay increases will be similar to those approved in recent years. Additionally, the
2016 merit pay increase should be known and measurable by the time of the rate order or UNS
Electric. As a result, a 2% pay increase has been assumed for 2017. This approach is con51stent
with the treatment approved in the Commission’s rate case decisions for TEP (Decision No.
73912, dated June 27, 2013), UNS Electric’s (Decision No. 74235, dated December 31, 2013),
South West Gas (Decision No. 70665, December 24, 2008), and Arizona Public Servxce [
(“APS”) (Decision No. 69663, dated June 28, 2007),

RESPONDENT:
-~ Rigo Ramirez

WITNESS:

David Lewis

Arizona Corporation Commission (“Commission™) UniSource Energy Services (‘UES™ |

Fortis Inc. (“Fortis™) - UniSource Energy Development Company (“UED”)
Tucson Electric Power Company (“TEP”) UNS Electric, Inc. (“UNS Electric” or the “Company”)
UNS Energy Corporation (“UNS") UNS Gas, Inc. (*UNS Gas")
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UNS ELECTRIC, INC.'S RESPONSE TO Page 10f3
UNIFORM DATA REQUESTS - 2015 UNS ELECTRIC RATE CASE
DOCKET NO. E-04204A-15-0142
May 7, 2015

UDR 1.034

Incentive Programs. List and describe all retirement and incentive programs available to
Company officers and employees. Provide a complete copy of each incentive compensation
program and all related materials. Identify the goals and targets in each year 2013-2014, and ail
evaluations of whether such goals were exceeded.

a. Specifically identify the cost of any SERP or similar programs directly charged or

allocated.
b. State the cost by program, of each retirement program directly charged or allocated.
RESPONSE:

THE FILES LISTED BELOW CONTAIN CONFIDENTIAL INFORMATION AND ARE
BEING PROVIDED PURSUANT TO THE TERMS OF THE PROTECTIVE
AGREEMENT.

Incentives:

All UNS Electric non-union employees participate in UNS’s short-term incentive program
(“PEP™), which is tied to annual compensation.

The PEP performance targets and weighting are based on factors that are essential for the long-
term success of the Company and are identical to the performance objectives used in its
performance plan for other non-union employees. In 2014, the objectives were (i) net income;
(ii) O&M cost containment; and (iii) excellent operations and safe work environment, which
include both quantitative and qualitative measures. The Compensation Committee selected the
goals and individual weightings for the 2014 PEP to ensure an appropriate focus on profitable
growth and expense control, as well as operational and customer service excellence, and process
improvements. This balanced scorecard approach encourages all employees to work toward
common goals that are in the interests of UNS Energy’s various stakeholders. The outcomes of
which all benefit our customers in the long run.

The financial and other metrics for the Company’s 2014 Short-Term Incentive Compensation
program were:
* Financial - 50%
e Net Income — 40%
¢  O&M Cost Containment — 10%
» Excellent Operations and Safe Work Environment - 50%

In developing the PEP performance targets, Company management compiles relevant data such
as Company historic performance and industry benchmarks and makes recommendations to the
Compensation Commiittee for a particular year, but the Compensation Committee ultimately
determines the performance objectives that are adopted. .

The scores from each goal are totaled and then multiplied by the targeted bonus of each
employee to determine the total available dollars to be paid out. Targeted bonus percentages, as
a percent of base salary, range from 3% - 14% for unclassified employees, and 20-25% for senior
management level employees. Bonus percentages, as a percent of base salary, are used in the

Arizona Corporation Commission (“Commission”) UniSource Energy Services (“UES”)

Fortis Inc. (“Fortis”) UniSource Energy Development Company (“UED”)
Tucson Electric Power Company (“TEP") UNS Electric, Inc. (“UNS Electric” or the “Company”)
UNS Energy Corporation (“UNS") UNS Gas, Inc. (“UNS Gas”)

UNS Energy Corporation and Fortis Inc. Joint Notice of UNS Electric, Inc. 2014 Rate Case Settlement

Reorganization Settlement Agreement approved in Decision No. 74689  Agreement approved in Decision No. 74689 (August
(August 12, 2014) (the “UNS-Fortis Settlement Agreement”) 12, 2014) (the “2014 Settlement Agreement”)
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UNS ELECTRIC, INC.'S RESPONSE TO A e 2 of 3

UNIFORM DATA REQUESTS - 2015 UNS ELECTRIC RATE CASE
DOCKET NO. E-04204A-15-0142
May 7, 2015
calculation of total available dollars, and actual awards may vary at management’s discretion
based on individual employee contribution. If a payout is achieved, employee PEP bonuses will
be distributed near the end of the first quarter the following year. Please see the files listed
below for the goals for each year and evaluations of yearly performance.

File Name Bates Numbers
UDR 1.034 2013-2014 PEP Hist Prents-Pos-Confidential.pdf | UNSE\009684-009685
UDR 1.034 2013 PEP Goals-Confidential.pdf UNSE\009682-009683
UDR 1.034 2014 PEP Goals-Confidential.pdf UNSE\009686-009687

Retirement Programs:

UNS Electric employees are eligible to participate in The Pension Plan for Employees of
UniSource Energy Services. Please see the file listed below for the summary plan description.

File Name Bates Numbers
UDR 1.034 401K _SPD-Confidential.pdf UNSE\009688-009743
Additionally, UNS Electric employees are eligible to participate in the TEP 401(k) Plan as
described below:
401(k) Plan

All UNS employees participate in the TEP’s 401(k) Plan, which takes advantage of Section
401(k) of the Internal Revenue Code and permits employees to voluntarily save from 1/2% to
50% of their pay, before any deduction for state or federal income taxes. The Company matches
$0.50 on the dollar, up to 6% of pay saved in the 401(k) Plan for UNS Electric employees.

Employees’ savings and Company matching contributions are invested in one or any
combination of a selection professionally managed investment funds at the direction of the
employee. Employees are eligible to join the 401(k) Plan upon their date of employment,
Company matching contributions are fully and immediately vested. Please see the file listed
below for the summary plan description.

File Name Bates Numbers
UDR 1.034 UES_Plan_SPD-Confidential.pdf UNSE\009744-009777
a. SERP expense allocated to UNS Electric and charged to FERC 0426 during the test year
was $109,515.
Arizona Corporation Commission (*Commission”) UniSource Energy Services (“UES™)
Fortis Inc. (“Fortis™) UniSource Energy Development Company (“UED™)
Tucson Electric Power Company (“TEP™) UNS Electric, Inc. (“UNS Electric” or the “Company™)
UNS Energy Corporation (“UNS") UNS Gas, Inc. (“UNS Gas”)
UNS Energy Corporation and Fortis Inc. Joint Notice of UNS Electric, Inc. 2014 Rate Case Settlement

Reorganization Settlement Agreement approved in Decision No. 74689  Agreement approved in Decision No. 74689 (August
(August 12, 2014) (the “UNS-Fortis Settlement Agreement”) 12, 2014) (the “2014 Settlement Agreement™)
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UNIFORM DATA REQUESTS - 2015 UNS ELECTRIC RATE CASE
DOCKET NO. E-04204A-15-0142

May 7, 2015

b. Retirement program expense (other than SERP) directly charged or allocated to UNS

Electric during the test year was as follows:

UES Union and Salaried Pension Plans (FERC 0926) $2,300,790

UNS Electric Employee Cost of TEP 401K Plan

(FERC 0926)
TEP Pension/401K (FERC 0926)

UNS Gas Pension/401K (FERC 0926)
Deferred Compensation Plan (FERC 0920)

100,374

223,556
9,744
14,467

Total

RESPONDENT:
Steve Bracamonte
WITNESS:
David Lewis

Arizona Corporation Commission (*Commission™)

Fortis Inc. (“Fortis™)

Tucson Electric Power Company (“TEP")

UNS Energy Corporation (“UNS")

UNS Energy Corporation and Fortis Inc. Joint Notice of
Reorganization Settlement Agreement approved in Decision No. 74689
(August 12, 2014) (the “UNS-Fortis Settlement Agreement”)

$2,648,931

UniSource Energy Services (“UES™)

UniSource Energy Development Company (“UED”)
UNS Electric, Inc. (“UNS Electric” or the “Company™)
UNS Gas, Inc. (“UNS Gas™)

UNS Electric, Inc. 2014 Rate Case Settlement
Agreement approved in Decision No. 74689 (August
12, 2014) (the “2014 Settlement Agreement™)
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UNS ELECTRIC, INC,'S RESPONSE TO Page 1 of 1
UNIFORM DATA REQUESTS - 2015 UNS ELECTRIC RATE CASE
DOCKET NO. E-04204A-15-0142
May 7, 2015

UDR 1.062

Accounting Adjustments.
a. Please identify any aspects of the Company's accounting adjustments and revenue

requirement claim that represent a conscious deviation from the principles and policies
established in prior Commission Orders.

b. Identify each area of deviation, and for each deviation explain the Company’s perception
of the principle established in the prior Commission Orders, and the dollar impact
resulting from such deviation.

c. Show which accounts are affected and the dollar impact on each account for each such
deviation.

RESPONSE:

a. The only revenue requirement claims that knowingly deviate from the Commission’s

prior decision for UNS Electric is the “Incentive Compensation Adjustment”.

b. Although the revenue requirement in UNS Electric’s most recent rate case was settled
and approved in Decision No. 74235 (September 30, 2013), Staff’s direct testimony prior
to settlement (Staff witness Ralph Smith) recommended continuing the 50% allocation
for UNS Electric’s incentive compensation expense to shareholders as had been ordered
by the Commission in Decision No. 71914 (September 30, 2010). Decision No. 71914
sets forth the basis of the 50% allocation at pages 27-29.

UNS Electric is requesting full recovery of the normal and recurring level of incentive
compensation expense for unclassified employees and incentive compensation for officer
and senior management level employees.

c. Please see supporting pro forma workpapers provided in response to UDR 1.001,
specifically the files Income — Incentive Compensation.pdf, Bates Nos. UNSE\000252-
000255, and Income — Incentive Compensation.xlsm, for the accounts affected and
dollars impacted.

RESPONDENT:

Pricing (Bernadette Porter)

WITNESS:

David Lewis
Arizona Corporation Commission (“Commission”) UniSource Energy Services (“UES")
Fortis Inc. (“Fortis™) UniSource Energy Development Company (“UED")
Tucson Electric Power Company (“TEP”) UNS Electric, Inc. (“UNS Electric” or the “Company”)
UNS Energy Corporation (“UNS') UNS Gas, Inc. (“"UNS Gas™)
UNS Energy Corporation and Fortis Inc. Joint Notice of UNS Electric, Inc. 2014 Rate Case Settlement
Reorganization Settlement Agreement approved in Decision No. 74689  Agreement approved in Decision No. 74689 (August
(August 12, 2014) (the “UNS-Fortis Settlement Agreement”) 12, 2014) (the “2014 Settlement Agreement™)
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UNS ELECTRIC, INC.'S SUPPLEMENTAL RESPONSE TO Page 10f1
UNIFORM DATA REQUESTS - 2015 UNS ELECTRIC RATE CASE
DOCKET NO. E-04204A-15-0142
September 18, 2015

UDR 1.059

Insurance Expense. Itemize each component of insurance expense included in the test year, and
provide comparative information for 2013, 2014 and year-to-date 2015. Indicate the accounts
and amounts in which each item of insurance expense is recorded.

RESPONSE: May 7, 2015
The components of insurance expense are as follows:

General Teet Yoar
E:;""’:::o‘m"" Ledger FERC DECEMBER | 2013 2012 MAR-5 YTD
gor Account 2014

| Genersl isbity 78010 925 253,810 | 205425 236,350 48,938
Ufe tnsurance/LT
DisabiAGS (1) 70530 926 5257 248 2,759 3,606
Medical & Dental Insurance 70520 0408, 0926 205030 | M40401 4457025 174,413
Officers & Direclors Lisbility 78000 925 145954 | 60,423 58,996
Property Insurance 56040 924 211,679 | 181,007 164,221 26,589
Workers' Compensation 0229, 7000 | o2s 27,707 | 113388 32,670 6.200

(1) Amounts are net of employee payroll deductions.
RESPONDENT:
Pricing (Bernadette Porter)
WITNESS:
David Lewis

SUPPLEMENTAL RESPONSE: September 18, 2015
As requested ion STF 10.12, the above response is hereby updated through August 2015.
Insurance Expense 2012, 2013, 2014 and YTD 2015

Test Year
Description General Ledger Ganeral Ledger YTD
Account Account FERC DEC“’EOI"J?ER 2013 2012 2015
General Liability 78010 925 253,810 205425 | 236,350 | 174,925
Life Insurance/L T Disabllity/ADD (1) 70530 826 5,257 2,458 2,759 8,977
Medical & Dental Insurance 70520 009' 0286' 2,105,030 { 1,740,403 | 1,457,026 | 1,092,549
Officers & Directors Liabllity 78000 925 145,954 69,423 58,996 -121
Property Insurance 56040 924 211,879 161,997 | 184,221 | 118,121
Warkers' Compensation 50250 72040, 925 27,797 | 1,133887 | 32670 | -966.842
RESPONDENT:
Pricing (Bernadette Porter)
WITNESS:
David Lewis
Arizona Corporation Commission (“Commission™) UniSource Energy Services (“UES™)
Fortis Inc. (“Fortis™) UniSource Energy Development Company (“*UED™)
Tucson Electric Power Company (“TEP™) UNS Electric, Inc. (“UNS Electric” or the “Company™)
UNS Energy Corporation (“UNS") UNS Gas, Inc. (“UNS Gas")
UNS Energy Corporation and Fortis Inc. Joint Notice of UNS Electric, Inc. 2014 Rate Case Settlement

Reorganization Settlement Agreement approved in Decision No. 74689  Agreement approved in Decision No. 74689 (August
(August 12, 2014) (the “UNS-Fortis Settlement Agreement”) 12, 2014) (the **2014 Settlement Agreement”)
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UNS ELECTRIC INC.'S RESPONSE TO STAFF’S SIXTEENTH SET OF DATA Page 10f 1
REQUESTS REGARDING THE 2015 UNS ELECTRIC RATE CASE
DOCKET NO. E-04204A-15-0142
October 1, 2015

STF 16.05

Officers & Directors Liability Insurance: Reference data response to STF 1.059: Is the Officer
& Directors Liability Insurance of $145,954 included within the Test Year 100% of the insurance

premium expense?
RESPONSE:

Please refer to UNS Electric’s response to STF 10.13. Included in the Officers & Directors
Liability Insurance of $145,954 was an amount of $105,899 due to the additional run off of
insurance expense that was recognized due to the merger with Fortis. These costs ($109,095
including taxes) were subsequently excluded in the pro-forma adjustment Income - Fortis
Acquisition Costs.xlsm. (The referenced file can be accessed in UNS Electric’s electronic data
room under Data Requests\Uniform Data Requests\Attachments - 1st SeNUDR 1.001\Workpapers
— Schedules\Pro Forma Adjustments.)

The net amount of Officers & Directors Liability insurance premium included in the test year was
$40,055 ($145,954 less $105,899).

RESPONDENT:

Anne Liu

WITNESS:

David Lewis
Arizona Corporation Commission (“Commission™) UniSource Energy Services (“UES™)
Fortis Inc. (*Fortis") UniSource Energy Development Company (“UED")
Tucson Electric Power Company (“TEP™) UNS Electric, Inc. (“UNS Electric” or the “Company’")
UNS Energy Corporation (“UNS™) UNS Gas, Inc. (“UNS Gas™)
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UNS ELECTRIC INC.'S RESPONSE TO STAFF’S TENTH SET OF DATA REQUESTS ' '
REGARDING THE 2015 UNS ELECTRIC RATE CASE
DOCKET NO. E-04204A-15-0142
o, September 18, 2015

STF 10.14
Prepaids in CWC: Reference workpaper Rate Base-Working Captial.pdf:

a. Please provide the 13 monthly amounts for Prepaid Insurance, Account 14010, and show
the amounits related to each type of insurance.

b. Please provide a detailed itemization and explanation for each item that is included in
each of the 13 monthly Other Prepaids, Account 14100,

RESPONSE:

Please see STF 10,14.xlsx for the requested information. The Excel file is not identified by
Bates numbers.

RESPONDENT:
Bernadette Porter
WITNESS:
David Lewis

Arizona Corporation Commission (*Commission™) UniSource Energy Services (“UES")

Fortis Inc. (“Fortis”) UniSource Energy Development Company (“UED™)
Tucson Electric Power Company (“TEP") UNS Electric, Inc. (“UNS Electric” or the “Company™)
UNS Energy Corporation (“UNS™) UNS Gas, Inc. (“UNS Gas")
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UNS ELECTRIC INC.'S RESPONSE TO STAFF’S SIXTEENTH SET OF DATA Page 10f 1
REQUESTS REGARDING THE 2015 UNS ELECTRIC RATE CASE
DOCKET NO. E-04204A-15-0142
October 1, 2015

STF 16.14

Fortis Merger Conditions: Reference Direct Testimony of Kentton Grant, page 13, lines 17-18:
Mr. Grant states the Dallas Dukes addresses Condition 62 related to service functions that are
performed for UNS Electric by Fortis, UNS Energy, or TEP. Please provide a specific cite in Mr.
Grant’s testimony where this information is provided. If the information has not been provided,
please provide.

RESPONSE:

Condition 62 was inadvertently left out of Dallas Dukes direct testimony, however the answer to
the question would be as follows:

UNS Electric receives all corporate services (finance, accounting, tax, information technology
services, billing, customer service, etc.) from TEP. These services are being provided by TEP in
the same manner as they were in all previous rate case test years of UNS Electric. TEP did not
receive corporate service from Fortis during the test year and no costs have been included in UNS
Electric’s cost of service in this filing.

The Company will include the Q & A’s surrounding condition 62 in Dallas Dukes Rebuttal
testimony.

RESPONDENT:
David Lewis
WITNESS:
Dallas Dukes

Arizona Corporation Commission (“Commission”) UniSource Energy Services (“UES")

Fortis Inc. (“Fortis") UniSource Energy Development Company (“UED”)
Tucson Electric Power Company (“TEP”") UNS Electric, Inc, (“UNS Electric” or the “Company™)
UNS Energy Corporation (*UNS™) UNS QGas, Inc. (“UNS Gas™)
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UNS ELECTRIC INC.'S RESPONSE TO STAFF’S NINETEENTH SET OF DATA Page 1 of 1
REQUESTS REGARDING THE 2015 UNS ELECTRIC RATE CASE
DOCKET NO. E-04204A-15-0142
October 05, 2015

<, STF 19.1

Please provide a list of the Fortis merger conditions not identified in the current rate case
proceeding, including an explanation of how those conditions have been met. |

RESPONSE:

Condition No. 43 of the Settlement Agreement approved by the Commission in Decxsion No.
74689 (August 12, 2014) provides the following: :

Annual Reporting — The conditions ordered by the Commission herein shall be
tracked and reported annually for a period of 5 years following the close of the
transaction. UNS Energy will file a report with Docket Control by April 1 of each
year, beginning April 1, 2016, reporting on the prior calendar year's status of the
conditions. The report will, at a minimum, provide a description of the
performance of each condition that has quantifiable results. If any condition is noi
being met, the report shall provide proposed corrective measures and target dates
Jor completion of such measures.

The intent of this condition was for UNS Energy to file its first compliance report on the status of
the conditions after a full calendar year (2015) after the merger. UNS Energy will be ﬁhng this
report on April 1, 2016 in compliance with this condition. To the extent there are condltlpns that
the Settlement Agreement contemplates be discussed in the rate cases of the Regulated Utllmes of
UNS Energy, such conditions have been identified in the current rate case proceeding as noted in

the above request.
RESPONDENT:
Regulatory Services
i’
#®  Arizona Corporation Commission (“Commission™) UniSource Energy Services (“UES”)
Fortis Inc. (“Fortis™) UniSource Energy Development Company (“UED™)
Tucson Electric Power Company (“TEP") UNS Electric, Inc. (“UNS Electric” or the “Company™)

UNS Energy Corporation (“UNS"™) UNS Gas, Inc. (“UNS Gas™)
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UNS ELECTRIC INC.'S RESPONSE TO STAFF'S SECOND SET OF DATA REQUESTS > ©°
REGARDING THE 2015 UNS ELECTRIC RATE CASE
DOCKET NO. E-04204A-15-0142
September 8, 2015

STF 6.22

Property Tax Deferral: Decision No. 73183: The Commission approved a variation of the
UNSE’s proposed tax deferral. Exhibit A: Terms and Conditions of Settlement Agreement
(pages 16-17) inserted below for reference:

“Xll. COST DEFERRAL RELATED TO CHANGES IN ARIZONA
PROPERTY TAX RATE

12.1 APS shall be allowed to defer for future recovery, in accordance with
the provisions of Accounting Standards Codification (“ASC") 980
(formerly SFAS No. 71), the following portions of Arizona property tax
expense above or below the test year level of $141.5 million caused by
changes to the applicable Arizona composite property tax rate (not
changes in the assessed value of property).

(a)  When the property tax rate increases:

- For 2012: 25% (prorated with an assumed July 1 rate effective
date);

- For 2013: 50%; and

- For 2014 and all subsequent years: 75%.
) When the property tax rate decreases: 100% in all years.
No interest shall be applied to the deferred balance.

12.2 Beginning with the effective date of the Commission decision

b resulting from APS's next general rate case, any final property tax rate
deferral that has a positive balance will be recovered from customers over
10 years and any deferral that has a negative balance will be refinded to
customers over 3 years.

12.3 The Signatories reserve the right to review APS's property tax
deferrals for reasonableness and prudence such that the deferrals can be
recognized in accordance with the provisions of ASC-980 (formerly SFAS
No. 71).”

a. The Commission approved thresholds on property tax rate increases before a deferral is
allowed (i.e., for 2012: 25%; 2013: 50%, etc.) Is UNSE proposing recovery for any tax
rate increase?

b. The Commission approved recovery of any deferral that has a positive balance to be
recovered over 10 years and any deferral that has a negative balance would be refunded
to customers over three years. Please explain why UNSE’s situation is different than
APS and why the Commission should approve recovery of any positive balance over
three years instead of ten years as approved in the APS decision.

RESPONSE:
a. Yes, UNS Electric is proposing recovery for any tax rate increase or decrease.

- Arizona Corporation Commission (“Commission™) UniSource Energy Services (“UES”)
Fortis Inc. (“Fortis™) UniSource Energy Development Company (“UED”)
Tucson Electric Power Company (“TEP”) UNS Electric, Inc. (“UNS Electric” or the “Company”)
UNS Energy Corporation (“"UNS™) UNS Gas, Inc. (“UNS Gas™)
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UNS ELECTRIC INC.'S RESPONSE TO STAFF’S SECOND SET OF DATA REQUESTS  "29¢20f2
REGARDING THE 2015 UNS ELECTRIC RATE CASE
DOCKET NO, E-04204A-15-0142
September 8, 2015

b. UNS Electric proposes recovery of positive and negative balances over the same 3 year
period as it provides the proper balance between ratepayer and shareholder interests.
Commission Decision No. 73183, dated May 24, 2014, includes the following:

According to Staff; the Settlement Agreement was the product of “many hours of
intense, transparent, and robust negotiations between multiple parties with
divergent interests”. Staff believes that there are significant benefits in the
Settlement Agreement and recommends that it be adopted. [page 9, lines 18-20})

Staff argues that the Settlement Agreement appropriately balances consumer and
shareholder interests. [page 19, lines 1-2]

While the Settlement Agreement as a whole may have balanced the interest of consumers and
shareholders, the property tax deferral, as a stand-alone provision is not balanced. UNS Electric
proposes that the Property Tax Deferral stand alone as a balanced provision.

RESPONDENT:
Jason Rademacher
WITNESS:

Jason Rademacher

‘e Arizona Corporation Commission (**Commission™) UniSource Energy Services (“UES”)
Fortis Inc. (“Fortis™) UniSource Energy Development Company (“UED")
Tucson Electric Power Company (“TEP") UNS Electric, Inc. (“UNS Electric” or the “Company”)
UNS Energy Corporation (“UNS") UNS Gas, Inc. (“UNS Gas"™)




UNS ELECTRIC INC.'S RESPONSE TO STAFF’S TWENTIETH SET OFPBHTY. £-042044-150142
REQUESTS REGARDING THE 2015 UNS ELECTRIC RATE CASE e et or §

DOCKET NO. E-04204A-15-0142
October 9, 2015

STF 20.11

Customer Annualization: Referring to the Customer Annualization, provide the amount/impact
of the loss of the two customers referenced in Mr. Jones’ testimony both in terms of revenues and
sales. Provide all supporting calculations and underlying documentation (i.e., monthly bills).

RESPONSE:

The total sales loss, based on the test year and adjusted for unbilled sales, is 64 GWh. The
corresponding revenue amount (excluding REST, DSM, taxes and assessments) is $6.2M. See the
supplement to UDR 1.001 dated October 9, 2015 for the competitively sensitive-confidential
revenue summaries and the summary worksheet that calculated these amounts from the revenue
summaries.

RESPONDENT:
Greg Strang
WITNESS:

Craig Jones

Arizona Corporation Commission (“Commission”) UniSource Energy Services (“UES™)
Fortis Inc. (“Fortis™) UniSource Energy Development Company (“UED”)
Tucson Electric Power Company (“TEP”) UNS Electric, Inc. (“UNS Electric” or the “Company”)

UNS Energy Corporation (“UNS”) UNS Gas, Inc. (“UNS Gas”)
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EXECUTIVE SUMMARY
UNS ELECTRIC, INC.
DOCKET NO. E-04204A-15-0142

This testtmony will addresses power supply, Gila River Power Plant Unit 3 ("Gila Rivet"),

and base cost of fuel and purchased power for UNS Electric, Inc. (“UNSE” ot “Company™).

Staff's recommendations are as follows:

1.

The $9.3 million of deferred non-fuel costs related to Gila River should be recovered
through base rates over three years.

The deferred fuel and purchased power savings resulting from UNSE’s acquisition
of Gila River should be returned to customers through a PPFAC credit during the
first year under new rates.

Because the deferred non-fuel costs related to Gila River include depreciation
expense through April 2016, a timing adjustment of $2 million needs to be made to
accumulated depreciation to reduce the amount of rate base associated with the Gila
River plant because UNSE only included accumulated depteciation thtough
December 2014.

Since the actual amounts of defetred costs and accumulated depreciation will not be
known until April 2016, the numbers could be trued up at hearing ot in post-hearing
briefs in this case.

UNSE’s acquisition of Gila River should be considered to be prudent.

The base cost of fuel and purchased power costs should be set at $0.053288 per

kWh.
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INTRODUCTION

Q. Please state your name and business address.

A. My name is Barbara Keene. My business address is 1200 West Washington Street, Phoenix,
Arizona 85007.

Q. By whom are you employed and in what capacity?

A. I am employed by the Arizona Corporation Commission (“Commission”) in the Utilities
Division (“Staff”) as a Public Utilities Analyst Manager. My duties include supetvising the
enetgy portion of the Telecommunications and Energy Section. A copy of my tésumé is
provided in Appendix 1.

Q. As part of your employment responsibilities, were you assigned to review matters
contained in Docket No. E-04204A-15-0142?

A. Yes.

Q. What is subject matter of this testimony?

A. This testimony will address power supply, Gila River Power Plant Unit 3 ("Gila River"), and
base cost of fuel and purchased power for UNS Electric, Inc. (“UNSE” ot “Company™).

POWER SUPPLY

Q. Please describe UNSE's power supply.

A. UNSE owns the following generation assets:

1. Black Mountain Generating Station, located in Kingman, Atizona, providing 90 MW

of natural gas-fired combustion turbine capacity used primarily as peaking resources;




N

N e Y|

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

Direct Testimony of Barbara Keene
Docket No. E-04204A-15-0142
Page 2

2. Valencia Power Plant, located in Nogales, Arizona, providing 63 MW of natural gas
and diesel-fueled combustion turbine capacity used primarily as back-up supply for the city of
Nogales and surrounding areas;

3. Solar photovoltaic facilities, consisting of the 7 MW Rio Rico facility in Santa Cruz
County and the 1 MW La Senita facility in Mohave County; and

4. Gila River (UNSE’s share is 137.5 MW), located in Gila Bend, Arizona, providing
natural gas-fired combined cycle capacity used primarily to meet base load requirements in

both Mohave and Santa Cruz counties.

GILA RIVER POWER PLANT UNIT 3
Q. Did UNSE acquire Gila River during the test year?
A. Yes. UNSE acquired a 25 percent interest in Gila River for about $55 million in December

2014. UNSE's affiliate, Tucson Electric Power (“TEP”), acquited 75 petcent of the unit.

Q. Has the Commission issued a Decision related to UNSE and Gila River?

A. Yes. On January 22, 2015, the Commission issued Decision No. 74911 which authorized
UNSE to defer for possible later recovery through rates (1) the non-fuel costs of owning,
operating and maintaining its share of Gila River and (2) short-term fuel and purchased
power savings associated with the purchase of Gila. No finding was made concerning the

prudency of the putchase of Gila River for ratemaking purposes.

Q. Did Decision No. 74911 approve a Plan of Administration (“POA”) to describe how
the deferred accounting order would operate?

A. Yes.
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Q. What are the major provisions of the POA?

A. The POA allows UNSE to defer certain defined non-fuel costs for the period of January 1,
2015, through the earlier of April 30, 2016, or the date new rates go into effect. It provides
that the cumulative non-fuel costs will not exceed the lower of $10.5 million or the
cumulative defetred savings as of April 30, 2016. For purposes of calculating the Purchased
Power and Fuel Adjustment Clause (“PPFAC”), defetred savings will continue to accrue until

new rates become effective; however, cumulative deferred costs will not increase after April

30, 2016.

Q. What are the allowable deferred costs?
A. The costs eligible for deferral are limited to:
1. Depreciation and amortization costs,
2. Property taxes,
3. Operating and maintenance expenses, and

4. Carrying costs (5 percent annual rate) on net book investment.

Q. What are the allowable deferred savings?

A. ‘The savings eligible for deferral are limited to:
1. Energy costs based on published Palo Verde Hub day-ahead matket prices from the
Intercontinental Exchange for on-peak and off-peak power, less actual fuel costs, plus
2. Avoided long-term capacity procurement costs at $1.52 per kW /month, and offset by

3. Short-term wholesale sales revenue associated with Gila River.
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Q. What has UNSE proposed in regard to applying the deferred savings and costs to
rates?

A. UNSE has proposed that the deferred savings be returned to customers through a PPFAC
credit during the first year under new rates and that the deferred costs be tecovered from
customers over a three-year period through base rates. UNSE has estimated that the deferred
costs would total $9.3 million. Therefore, the Gila River Deferred Cost pro forma

adjustment is $3.1 million ($9.3 million/3 years).

Q. Has Staff reviewed UNSE's calculations of the deferred savings and costs?

A. Yes. UNSE's calculations appear to be consistent with Decision No. 74911 and the POA.

Q. Does Staff agree that the deferred savings and costs should be applied to rates as
proposed by UNSE?

A. Yes. The deferred savings and costs should be applied as proposed by UNSE if the
Commission were to find that UNSE's acquisition of its share of Gila River was prudent.

However, another pro forma adjustment needs to be made.

Q. What adjustment needs to be made?
A. Because the deferred costs include depreciation expense through April 2016, an adjustment
needs to be made to accumulated depreciation to reduce the amount of tate base associated

with the Gila River plant because UNSE only included accumulated depteciation through

December 2014.
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Does Staff have a proposed amount for this timing adjustment?
Yes. UNSE has provided Staff with an estimate of $2 million for depreciation associated
with Gila River from January 2015 through April 2016. Staff has compared that number to

other available information and finds the $2 million estimate to be reasonable.

Since the actual amounts of deferred costs and accumulated depreciation will not be
known until April 2016, could there be a true-up at a later time in this case?

Yes, at hearing or in post-hearing briefs.

Was thete another Commission Decision involving UNSE and Gila River?

Yes. Among other items, Decision No. 74865 (December 18, 2014) authorized UNSE to
issue new debt up to $35 million and accept new equity contributions from its parent up to
$35 million, for the specific purpose of purchasing a share of Gila River, and to issue long-
term debt to refinance the debt initially issued for the purchase of its share of Gila River.
Decision No. 74865 did not constitute or imply approval of the purchase of the interest in

Gila River.

Has Staff considered whether UNSE's acquisition of Gila River was prudent?

Yes. Staff has considered several factors that are discussed below.

Was UNSE’s acquisition of its share of Gila River the result of a Request for
Proposals (“RFP”)?

Yes. TEP issued an RFP for a power plant purchase on May 10, 2013.

Did TEP use an Independent Monitor to oversee the RFP process?

Yes. TEP selected Accion Group to serve as the Independent Monitor for this RFP.
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Q. What did Accion Group report in regard to the RFP process?

A. Accion Group reported that the RFP was conducted fairly and without bias towatd ot against
any offeror or type of generation acceptable under the terms of the RFP. TEP adheted to
established protocols. Through a website, all registered users had access to the same
information at the same time. Accion Group was satisfied that TEP had created an

environment conducive to a fair and transparent process.

Q. What was the outcome of the RFP?
A. According to the direct testimony of UNSE witness Michael E. Sheehan (page 7), TEP
received 14 different proposals from nine different biddets. Gila River was selected because

of economic and operational advantages of the proposal.

Q. Why did UNSE decide to acquire part of Gila River?
A. Mzs. Sheehan stated (page 7) that it made sense for UNSE to acquire a portion of Gila River
through TEP’s 2013 RFP process due to the unique opportunity to right-size the capacity to

be acquired by UNSE as well as UNSE’s need for base load generating capacity.

Q. Did UNSE consider entering into a long-term power purchase agreement as an
alternative to purchasing Gila River Unit 3?

A. Yes. According to UNSE’s response to STF 22.1, UNSE chose Gila River over a long-term
power purchase agreement for several reasons. First, Gila River was seen as an opportunity
to reduce UNSE’s reliance on the wholesale power market, which provided over 97 percent
of its energy needs prior to 2015. Second, a number of independent power producers were
facing bankruptcy situations. The decision was made to acquire a long-term resource instead
of entering into a potential risky long-term purchase power agreement to avoid counterparty

risks and to acquire Gila River at a significant discount.
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Q. What other reasons did UNSE provide for its acquisition of Gila River?

A. According to the direct testimony of UNSE witness David G. Hutchens (page 8), Gila River
is one of the newest and most efficient power plants in Arizona. The acquisition of Gila
River as UNSE’s first base-load generating resource has helped to diversify UNSE’s portfolio.
In addition, the cost of $398 per kW to acquire Gila River was significantly lower that
UNSE’s estimated cost of $1,367 pet kW to build a new unit.

Q. Has Staff reviewed UNSE?’s cost assumptions?

A. Yes. As part of its review of the financing application, Staff found estimates for the cost of a
new combined cycle power plant around the size of Gila River to range from $950 per kW to
$1,475 per kW in 2014 dollars. The $398 per kW paid for Gila River is considerably below

those estimates.

Q. Are there operational benefits of Gila River?

A. Yes. Per Mr. Sheehan (p. 8), Gila River is situated so that it can receive natural gas
transportation from both the El Paso Natural Gas and Transwestern Pipeline Company
pipelines, providing access to both the Permian and San Juan supply basins. This offers
operational advantages for both cost and reliability of the gas supply. In addition, Gila
River’s interconnection to the Palo Verde market hub and existing transmission rights to the

Jojoba Switchyard provided lower transmission costs relative to other proposals.

Q. How has Gila River performed in 2015?

A. According to UNSE’s response to STF 18.2, UNSE’s share of Gila River generated 342.6
GWh as of August 2015. The capacity factor was 43.04 percent, the availability factor was
94.54 percent, and the equivalent forced outage rate was 11.91 percent. A scheduled outage

occurred from March 10, 2015 through April 11, 2015.
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Q. At this time, does Staff believe that UNSE's acquisition of Gila River was prudent?

A. Yes.

Q. Did UNSE include the cost of acquiting Gila River in the calculation of rate base?
A. Yes. The amount of $54,693,405, consisting of the net purchase price of $54,777,760 less

December 2014 depreciation expense of $84,355, was included in rate base.

BASE COST OF FUEL AND PURCHASED POWER

Q. Please explain the adjustment for the base cost of fuel and purchased power (*base
cost").

A. The adjustment reflects the difference between Staff's proposed base cost and UNSE's

proposed base cost.

Q. What is UNSE's proposed base cost?
A. UNSE has proposed a base cost of $0.048427 per kWh. This results in a total expense of

$77,522,386 based on test year retail sales of 1,600,809,167 kWh.

Q. How did UNSE determine its proposed base cost?

A. In his Direct Testimony (page 17), UNSE witness Michael Sheehan explains that UNSE used
forward natural gas and wholesale price projections, as of April 2015, to forecast what fuel
and purchased power cost would be from April 2016 through March 31, 2017. That

timeframe reflects when new UNSE rates are likely to go into effect.
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Q. Why did UNSE use forecasted fuel and purchased power costs instead of test year
costs?

A. Per UNSE's response to STF 18.1, UNSE wanted to set the base cost as closely as possible to
the cost expected to be incurred in the first yeat when rates established in the case would be
in effect. In addition, test year costs do not reflect the inclusion of enetgy produced by Gila
River and the corresponding reduced expenditures of putchasing power from the open

market.

Q. Does Staff agree with UNSE's base cost?
A. No. Staff recommends a base cost of $0.053288 per kWh. This results in a total expense of

$85,303,919 based on test year retail sales of 1,600,809,167 kWh

Q. Does Staff agree with UNSE's methodology for determining the base cost?
A. No. Staff does not believe that the base cost should be developed totally on forecasts. Staff
agrees that test year costs without Gila River would not be reflective of costs going forward,

but there are currently eight months in 2015 of actual data available with Gila River included.

Q. How did Staff determine its proposed base cost?
A. Staff used actual costs from January through August 2015, and UNSE's forecasted costs for

September through December 2015.

Q. Is Staff addressing UNSE's proposed changes to the PPFAC?

A. Yes, but Staff will address UNSE's proposed changes to the PPFAC in rate design testimony.
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SUMMARY OF STAFF RECOMMENDATIONS

Q.
A.

Please summarize Staff's recommendations.

Staff's recommendations are as follows:

1. The $9.3 million of deferred non-fuel costs related to Gila River should be recovered
through base rates over three years.

2. The deferred fuel and purchased power savings resulting from UNSE’s acquisition of
Gila River should be returned to customers through a PPFAC credit during the first year
under new rates.

3. Because the deferred non-fuel costs related to Gila River include depreciation expense
through April 2016, a timing adjustment of $2 million needs to be made to accumulated
depreciation to reduce the amount of rate base associated with the Gila River plant because
UNSE only included accumulated depreciation through December 2014.

4, Since the actual amounts of deferred costs and accumulated depreciation will not be
known until April 2016, the numbers could be trued up at hearing ot in post-heating briefs in
this case.

5. UNSE’s acquisition of Gila River should be consideted to be prudent.

6. The base cost of fuel and purchased power costs should be set at $0.053288 per kWh.

Does this conclude your direct testimony?

Yes, it does.
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RESUME

BARBARA KEENE

Education

B.S. Political Science, Arizona State University (1976)
M.P.A. Public Administration, Arizona State University (1982)
AA. Economics, Glendale Community College (1993)

Additional Training

Management Development Program - State of Atizona, 1986-1987

UPLAN Training - LCG Consulting, 1989, 1990, 1991

Various seminars, workshops, and conferences on ratemaking, energy efficiency, rate design,
computer skills, labor market information, training trainers, and Census products

Employment History

Arizona Corporation Commission, Utilities Division, Phoenix, Arizona: Public Utilities
Analyst Manager (May 2005-present). Supervise the energy portion of the Telecommunications
and Energy Section. Conduct economic and policy analyses of public utilities. Coordinate working
groups of stakeholders on various issues. Prepare Staff recommendations and present testimony on
electric resoutce planning, rate design, special contracts, energy efficiency programs, and othet
matters.

Arizona Corporation Commission, Utilities Division, Phoenix, Arizona: Public Utilities
Analyst V (October 2001-May 2005), Senior Economist (July 1990-October 2001), Economist
IT (December 1989-July 1990), Economist I (August 1989-December 1989). Conduct economic
and policy analyses of public utilities. Coordinate wotking groups of stakeholders on vatious issues.
Prepare Staff recommendations and present testimony on electric resource planning, rate design,
special contracts, energy efficiency programs, and other matters. Responsible for maintaining and
operating UPLAN, a computer model of electricity supply and production costs.

Arizona Department of Economic Security, Research Administration, Economic Analysis
Unit: Labor Market Information Supervisor (September 1985-August 1989), Research and
Statistical Analyst (September 1984-September 1985), Administrative Assistant (September
1983-September 1984). Supervised professional staff engaged in economic research and analysis.
Responsible for occupational employment forecasts, wage surveys, economic development studies,
and over 50 publications. Edited the monthly Arizona Labor Market Information Newsletter,
which was distributed to about 4,000 companies and individuals.
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Testimony

Resource Planning for Electric Utllities (Docket No. U-0000-90-088), Arizona Corporation
Commission, 1990; testimony on production costs and system reliability.

Trico Electric Cooperative Rate Case (Docket No. U-1461-91-254), Arizona Corporation
Commission, 1992; testimony on demand-side management and time-of-use and interruptible power
rates.

Navopache Electric Cooperative Rate Case (Docket No. U-1787-91-280), Arizona Corporation
Commission, 1992; testimony on demand-side management and economic development rates.

Arizona Electric Power Cooperative Rate Case (Docket No. U-1773-92-214), Arizona Corporation
Commission, 1993; testimony on demand-side management, interruptible power, and rate design.

Tucson Electric Power Company Rate Case (Docket Nos. U-1933-93-006 and U-1933-93-066)
Arizona Cotporation Commission, 1993; testimony on demand-side management and a
cogeneration agreement.

Resoutce Planning for Electric Utlities (Docket No. U-0000-93-052), Arizona Corporation
Commission, 1993; testimony on production costs, system reliability, and demand-side management.

Duncan Valley Electtic Cooperative Rate Case (Docket No. E-01703A-98-0431), Arizona
Corporation Commission, 1999; testimony on demand-side management and renewable energy.

Tucson Electric Power Company vs. Cyprus Sierrita Corporation, Inc. (Docket No. E-00001-99-
0243), Atizona Corporation Commission, 1999; testimony on analysis of special contracts.

Arizona Public Setvice Company's Request for Variance (Docket No. E-01345A-01-0822), Arizona
Cotporation Commission, 2002; testimony on competitive bidding.

Generic Proceeding Concerning Electric Restructuring Issues (Docket No. E-00000A-02-0051),
Arizona Cotporation Commission, 2002; testimony on affiliate relationships and codes of conduct.

Tucson Electtic Power Company's Application for Approval of New Partial Requirements Service
Tariffs, Modification of Existing Patrtial Requirements Service Tariff 101, and Elimination of
Qualifying Facility Tariffs (Docket No. E-01933A-02-0345) and Application for Approval of its
Stranded Cost Recovery (Docket No. E-01933A-98-0471), Arizona Corporation Commission, 2002,
testimony on proposals to eliminate, modify, or introduce tanffs and testimony on the modification
of the Market Generation Credit.

Atizona Public Service Company's Application for Approval of Adjustment Mechanisms (Docket
No. E-01345A-02-0403), Arizona Cotporation Commission, 2003, testimony on the proposed
Power Supply Adjustment and the proposed Competition Rules Compliance Charge.
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Generic Proceeding Concerning Electric Restructuring Issues, et al (Docket No. E-00000A-02-0051,
et al), Arizona Corporation Commission, 2003-2005; Staff Report and testimony on Code of
Conduct.

Arizona Public Service Company Rate Case (Docket No. E-01345A-03-0437), Arizona Cotporation
Commission, 2004; tesimony on demand-side management, system benefits, renewable energy, the
Returning Customer Direct Assignment Charge, and service schedules.

Artizona Electric Power Cooperative Rate Case (Docket No. E-01773A-04-0528), Arizona
Corporation Commission, 2005; testimony on a fuel and purchased power cost adjustor, demand-
side management, and rate design.

Trico Electric Cooperative Rate Case (Docket No. E-01461A-04-0607), Arizona Cotporation
Commission, 2005; testimony on the Environmental Portfolio Standard; demand-side management;
special charges; and Rules, Regulations, and Line Extension Policies.

Artzona Public Service Company (Docket Nos. E-01345A-03-0437 and E-01345A-05-0520),
Arizona Cotporation Commission, 2005; testimony on the Plan of Administration of the Power
Supply Adjustor.

Arizona Public Service Company Emergency Rate Case (Docket No. E-01345A-06-0009), Arizona
Corporation Commission, 2006; testimony on bill impacts.

Arizona Public Service Company Rate Case (Docket Nos. E-01345A-05-0816, E-01345A-05-0826,
and E-01345A-05-0827), Arizona Corporation Commission, 2006; testimony on funding for
renewable resources, net metering, green pricing tariffs, and a Power Supply Adjustor surchatge.

Tucson Electric Power Company Filing to Amend Decision No. 62103 (Docket No. E-01933A-05-
0650), Arizona Cotporation Commission, 2007, testimony on demand-side management, time-of-
use, direct load control, and renewable energy.

Consideration, Pursuant to A.R.S. § 40-252 to Modify Decision No. 67744 Relating to the Self-Build
Option (Docket No. E-01345A-07-0420), Arizona Corporation Commission, 2008, testimony on
the self-build option for Arizona Public Service Company.

Sempra Energy Solutions Application for Certificate of Convenience and Necessity (Docket No. E-
03964A-06-0168), Arizona Corporation Commission, 2008, testimony on the overall fitness of
Sempra Energy Solutions to provide competitive retail electric service in Atizona.

Tucson Electric Power Company Rate Case (Docket No. E-01933A-07-0402), Arizona Cotporation
Commission, 2008, testimony in support of the Settlement Agreement regarding renewable energy,
demand-side management, Rules and Regulations, partial requirements service tariffs, interruptible
tariff, demand response, and bill estimation.

Arizona Public Service Company Rate Case (Docket No. E-01345A-08-0172), Arizona Corporation
Commission, 2009, testimony in support of the Settlement Agreement regarding Power Supply
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Adjustment Plan of Administration, treatment of Schedule 3, withdrawal of APS' Impact Fee
proposal, withdrawal of APS' System Facilities Charge proposal, revisions to Schedule 3, demand-
side management, and renewable energy.

Trico Electric Cooperative Application for Approval of a Net Metering Tariff (Docket No. E-
01461A-09-0450), Arizona Corporation Commission, 2010, testimony on net meteting
administrative charge.

Southwest Gas Corporation rate case (Docket No. G-01551A-10-0458), Arizona Cotporation
Commission, 2011, testimony in support of the Settlement Agreement regarding energy efficiency
and renewable energy resource technology.

Publications
Author of the following articles published in the A4rizona Labor Market Information Newsletter.

"1982 Mining Employees - Where ate They Now?" - September 1984
"The Cost of Hiring" and "Arizona's Growing Industries" - January 1985
"Union Membership - Declining or Shifting?" - December 1985

"Growing Industries in Arizona" - April 1986

"Women's Worke?" - July 1986

"1987 SIC Revision" - December 1986

"Growing and Declining Industries" - June 1987

"1986 DOT Supplement” and "Consumer Expenditure Survey" - July 1987
"The Consumer Price Index: Changing With the Times" - August 1987
"Average Annual Pay" - November 1987

"Annual Pay in Metropolitan Areas" - January 1988

"The Growing Temporary Help Industry” - February 1988

"Update on the Consumer Expenditure Sutvey" - April 1988

"Employee Leasing" - August 1988

"Metropolitan Counties Benefit from State's Growing Industries” - November 1988
"Arizona Network Gives Small Firms Helping Hand" - June 1989

Major contributor to the following books published by the Arizona Depattment of Economic
Security:

Annnal Planning Information - editions from 1984 to 1989
Hispanics in Transition - 1987

(with David Berty) "Contracting for Power," Business Economics, October 1995.

(with Robert Gray) "Customer Selection Issues," NRRI Quarterly Bulletin, Spring 1998.
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(with Task Force) Report of the Task Force on the Feasibility of Implementing Sliding Scale Hooknp Fees.
Arizona Corporation Commission, 1992.

Customer Repayment of Utility DSM Costs, Arizona Cotporation Commission, 1995.

(with Working Group) Report of the Participants in Workshops on Customer Selection Issues," Atizona
Corporation Commission, 1997.

"DSM Workshop Progress Reportt," Arizona Cotporation Commission, 2004.

(with Erin Casper) "Staff Report on Demand Side Management Policy," Arizona Corporation
Commission, 2005.

"Staff Report on Interconnection for the Generic Investigation of Distributed Generation," Arizona
Corporation Commission, 2007.
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EXECUTIVE SUMMARY
UNS ELECTRIC, INC.
DOCKET NO. E-04204A-15-0142

Mr. Solganick’s direct testimony summarizes the review performed by Blue Ridge Consulting
Services, Inc. (“Blue Ridge”) of the UNS Electric, Inc. (“UNSE” ot “Company™) electtic system
planning, quality, maintenance practices, and distribution system reliability indices. Blue Ridge
also reviewed the “used and usefulness™ of assets included in the proposed rate base which were
subject to field inspections. Blue Ridge also reviewed the Company’s peak demand, system
energy, numbers and types of customers and system losses.

Blue Ridge’s review was performed using a spectrum of techniques including data requests,
interviews, and field visits. This review process is similar to a management or operational audit.
After the analysis of the information provided or developed, Blue Ridge has concluded that the
Company’s processes and procedures covering the planning process and vatious operational
areas are reasonable. Blue Ridge’s recommendations for improvement include:

. Blue Ridge recommends that the Company petform a loss study covering various
levels, such as transformation and line losses, which would require engineering
mnput.

. Blue Ridge recommends the Company cootdinate its loss factors for load

research with an engineering-based loss study.
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1| QUALIFICATIONS
21 Q. Please state your name, occupation, and business address.
3 A My name is Howard Solganick. I am a Principal at Energy Tactics & Services, Inc. My
4 business address i1s 810 Perstmmon Lane, Langhotne, Pennsylvania 19047. I am performing
5 this assignment under subcontract to Blue Ridge Consulting Services, Inc. (“Blue Ridge™”) on
6 behalf of the Arizona Corporation Commission (“Commission”) Utilities Division’s Staff
7 (“Staff”).
8
oIl Q. Please summarize your qualifications and experience.
10 A. I am licensed as a Professional Engineer in Pennsylvania (active) and New Jersey (inactive). 1
11 hold a Professional Planner’s license (inactive) in New Jetsey. I served on the Electric Power
12 Research Institute’s Planning Methods Committee and on the Edison Electric Institute Rate
13 Research Committee. 1 have been appointed as an atbitrator in cases involving a pricing
14 dispute between a municipal entity and an on-site power supplier and a commercial Jandlord-
15 tenant case concerning sub-metering and billing. I previously served on two New Jersey
16 Zoning Boards of Adjustment as Chairman and member and a Pennsylvania Township
17 Planning Commission as Chairman and member.
18
19 I have been actively engaged in the utility industry for over 40 years, holding utility
20 management positions in generation, rates, planning, operational auditing, facilities
21 permitting, and power procurement. I have delivered expert testimony on utility planning
22 and operations, including rate design and cost of setvice, tariff administration, generation,
23 transmission, distribution and customer service operations, load forecasting, demand-side
24 management, capacity and system planning, and regulatory issues.
25
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1 I have also been engaged (as a subcontractor) to review utility performance before, during,
2 and after outages resulting from major storms in the state of Washington (major windstorm),
3 Missouri (summer storms and ice storm), Texas (Hurtricane Ike), Jamaica West Indies
4 (Hurricane Ivan), the two 2011 storms (tropical storm Irene and a major snow storm) that
5 affected New Jersey, and to review the emergency plan of a2 New England utility. Some of
6 these assignments were at the request of the utility and others at the request of a state utility
7 regulator. Testimony, if prepared and filed, is listed in Exhibit HS-1.
8
9 I have been engaged by clients to review proposed distributed generation contracts and the
10 operation and integration of generating assets within power pool operations, and I have
11 advised the Board of Directors of a public power utility consottium. Fot a period of four
12 years, I was engaged by a multiple site commercial real estate organization to manage its
13 solicitation for the purchase of retail energy. As a subcontractor, I have petformed
14 management audits for the Connecticut Department of Public Utility Control and ratebase
15 audits for the Public Utilities Commission of Ohio and the Otegon Public Utility
16 Commission. I also provide (as a subcontractor) suppott for the Staff and Commissioners of
17 the District of Columbia Public Service Commission for electric and gas rate cases.
18
19 I have led and/or participated in consulting projects to develop, design, optimize, and
20 implement both traditional utility operations and e-commerce businesses. These projects
21 focused on the marketing, sale, and delivery of retail energy, enetgy-related products and
22 services, and support setvices provided to utilities and retailets.
23
24 From 1994 to the present, I have been President of Energy Tactics & Setvices, Inc. From
25 1996 to 1998 I was a Managing Consultant for AT&T Solutions. From 1990 to 1994 I was
26 Vice President of Business Development for Cogeneration Pattners of America. In that
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position, I was responsible for the development of independent power facilities, most of

which were fueled by natural gas and oil.

From 1978 to 1990, I held positions of progressively increasing responsibility with Atlantic
City Electric Company in generation, regulatory, performance, planning, major procurement,

and permitting areas.

From 1971 to 1978, I was an Engineer or Project Engineer for Univac, Soabar, Bickley
Furnaces and deLaval Turbine, designing card handling equipment, tagging and printing
machines, high temperature industrial furnaces, and utility and industrial power generation

equipment, respectively.

I received a Bachelor of Science in Mechanical Engineering (minor in Economics) from
Carnegie-Mellon University and a Master of Science in Engineering Management (minor in
Law) from Drexel University. I have also taken courses on atbitration and mediation
presented by the American Arbitration Association, scenario planning presented by the
Electric Power Research Institute, and load research presented by the Association of Edison
INluminating Companies. I have also taken courses in zoning and planning theoty, practice,

and implementation in both New Jersey and Pennsylvania.

Q. Have you previously submitted testimony in regulatory proceedings?
A. Yes. I have testified and/or presented testimony (summarized in Exhibit HS-1) before the
following regulatory bodies:
. Arizona Corporation Commission

° Delaware Public Service Commission
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. Georgia Public Service Commission
° Jamaica (West Indies) Electricity Appeals Tribunal
. Maine Public Utilities Commission
. Maryland Public Service Commission
o Michigan Public Service Commission
. Missoutri Public Service Commission
. New Jersey Board of Public Utilities
o Public Utilities Commission of Ohio
. Pennsylvania Public Utility Commission
o Public Utility Commission of Texas
DIRECT TESTIMONY
Q. For whom are you appearing in this proceeding?

A. I am appearing on behalf of the Utilities Division Staff (“Staff”) of the Arizona Corporation

Commission (“Commmission”).

Q. What is the purpose of your testimony?

A. My testimony summatizes the teview petformed by Blue Ridge Consulting Services, Inc.
(“Blue Ridge”) of the UNS Electric, Inc.’s (“UNSE” or “Company”) electric system quality,
maintenance practices, and distribution system reliability indices. We reviewed the
Company’s peak demand, system energy, numbers and types of customers and system losses.
Blue Ridge also reviewed the “used and usefulness” of assets included in the proposed rate
base which were subject to field inspections. The review of the Company’s acquisition of a
portion of the Gila River Power Plant (“Gila River”) is beyond the scope of Blue Ridge’s

engagement and will be addressed by Staff witness Barbara Keene.
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Q. How was the review structured?
A. Drawing on Blue Ridge’s and my experience in performing management audits, examining

operations and field reviews of assets, we structured a review that mvestigated the items listed
above using a number of interlocking techniques often used in management and operational
audits. These techniques are designed to cross reference various items and methods of
review to ensure that the utility has expertise, processes, and procedures that together provide

a reasonable result for their customets.

Our work planning included defining specific data requests and reviewing the Company’s
responses before interviews and on-site visits, requesting interviews covering relevant areas of
the Company, performing field visits to verify both the existence of an asset and to observe
the condition of that asset, performing analysis of various data, and consideting the

reasonableness of the Company’s efforts overall.

In order to verify that the processes supporting the above items are appropriate, we also

examined the planning process of the Company.

Q. What data did you request?

A. We made data requests covering the following areas:
o Background Information'
. Planning Process®
. Load Reseatch’
° Customer and/or Load Information*
. System Loss Studies®

1 UNSE response to STF 2.001.

2 UNSE response to STF 2.002 through 10, 72.

3 UNSE response to STF 2.014 and 5.1.

+ UNSE response to STF 2.016 through 20 and STF 9.2.
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] Construction Standards®
. Service Quality’
. Operations Staffing®
Additionally, we selected twelve major projects and generated a questionnaire that was to be

completed for each project.’

Q. What issues did the questionnaire address?
A. The questionnaire addressed the following issues:
1. Reason for the project
2. Capital Budget (in or out of budget)
3. Dateline
4. Engineeting determination
5. Cost estimate history
6. Constructed by employees and/or contractors
7. Safety

8. Off-site assembly

9. As-built drawings completed

10. Testing process

11. Equipment warranties

12. Maintenance scheduled

13. Impact on subsequent O&M budget
14. Outages since in-service date

15. Accounting details

5 UNSE tesponse to STF 2.062.

¢ UNSE response to STF 2.071.

7 UNSE response to STF 4.11through 15, 17, 18, 19 and 20.
8 UNSE response to STF 4.16.

® UNSE response to STF 3.01 through 012.
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16.
17.
18.

19.

o Questions 1, 2, 3, 4, 5, and 18 are designed to explore the project and the capital
budgeting process.

. Questions 6, 7, 8, 9, 10, and 11 are designed to explore construction management and
purchasing-related issues and processes.

. Questions 12, 13, and 14 are designed to determine if the Company has or will adjust
its maintenance processes.

° Questions 13, 15, 16, 17, and 19 are designed to provide information that can be used

in the development of revenue requirements and are not considered in this review.

Q. What interviews did you request?

A. We made requests for interviews in the following areas:'’

Salvage values
Retirements
FERC approvals required

Insurance claims

Load Forecasting
Load Research
Capacity Planning
Capital Budgeting
Disttibution Planning
Transmission Planning
Outage Management

Distribution Engineering

10 UNSE response to STF 2.026.
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I} Q. What field visits did you request?
2 A We initially requested field visits encompassing the twelve selected projects."! These projects
3 wete selected primarily on the magnitude of the dollar value of the project. Once we
4 confirmed the transportation blanket,”” we decided not to review each individual purchase of
5 transportation equipment due to the somewhat routine nature and the lower cost per item in
6 this blanket.
7
Project No. Project Name Site Visit
312000A UNSE Transportation Equipment — purchase of | Not
vehicles or custom build vehicles (a blanket project) | applicable
311364S Nogales Tap — Valencia 115-138kV Rebuild Yes
3920644S Vail to Valencia 138kV Line Land & Engineering Yes
311164S Valencia T2 Replacement Nogales Yes
379064S Vail to Nogales Tap 138 kV Yes
3148645 Sonoita Breaker Replacement 115 to 138 kV Yes
3810648 Kantor Transformer Replacement from 115 to 138 | Yes
kV
312164A Nogales Office Building Purchase Yes
3141648 Santa Cruz Valley Fixed Axis PV System Yes
398061A Griffith Substation T2 Addition 230-69kV Yes
312661B 69 kV Transmission System Replacements — | Yes
Kingman (a blanket project)
3143628 Distribution System Integrity & Restoration — Lake | Yes
Havasu (a blanket project)
8
91 Q. How are the Company’s operations structured?
10| A. Outage management and dispatch procedures were explored for the Company’s two separate
11 operating areas. Santa Cruz operations is dispatched by Tucson Electric Power Company
12 (“TEP”) and Kingman/Lake Havasu operates its own outage center. Outage calls are
13 received in the TEP call center and then dispatched to Santa Cruz or Kingman/Lake Havasu
14 as required. Kingman/Lake Havasu uses an “on-call” lineman to respond to trouble calls.”
11 UNSE response to STF 3.013.
12 A “blanket” work order is used to budget for and accumulate costs of a number of smaller capital items or projects.
13 UNSE response to STF 4.16.
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1 The Company focuses its reliability efforts using annual worst performing circuits, a process
2 used by many utilities. Distribution engineering at the Company can and has been
3 supplemented by resources from TEP, the Company’s affiliate, depending on the complexity
4 of the project.
5
6| Q What conclusions did you draw about the Company’s electric system quality,
7 maintenance practices, and reliability indices?

8l A. My conclusions are discussed below; however, it is important to frame the situation. The
9 Company’s service territory is primarily rural with a low density of customers. Systems
10 serving this type of area are typically radial fed and therefore will have higher outage times
11 due to the lack of automatic equipment and the long distances that individuals or crews
12 responding to trouble calls have to travel.
13

14\| Service Quality

15 We reviewed the setvice quality data from the Company as shown in the following chart.
16 Table 1: Service Quality Issues™
17
Service Quality Issues [ 2013 | 2014 | 2015
Outages 4 hours or more affecting 200+ customers
Mohave | 2] 1] 2
Santa Cruz | 10] 5[ 2
Customer Complaints (Service Qutages or Power Quality)
Resuit: Customer Problem | 71 2] 1
Transformer Failures
Mohave | 43] 21T 31
Santa Cruz [ 27] 33] 5
18 The table above was developed from teports provided by the Company in response to our
19 data requests. These reports are detailed and indicate the date, time, and duration of major
20 outages, along with the number of customers affected and the cause of the outage. The

14 Outage data based on UNSE response to STF 4.11; Customer Complaints data based on UNSE response to STF 4.12;
Transformer Failures data based on UNSE response to STF 4.17.
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report also includes how the outage was reported and it is notable that some of the outages
are indicated by the Company’s Energy Management System and by customers’ “no power”
calls. A review of the causes cited allowed us to discuss (during interviews) how the Company

analyzes outages and responds to them over the long term.

Service Reliability

The electric utility industry uses standardized measures of outage reporting, which have been
defined by the Institute of Electrical and Electronic Engineers (IEEE) under its standard
number P1366 “Guide for Electric Distribution Reliability Indices.” The industty often uses

the following relevant measures:

. Customer Average Interruption Duration Index (“CAIDI”) is the weighted
average length of an interruption for customers affected during a specified
time petiod

. System Average Interruption Frequency Index (“SAIFI”) is the average
number of times that a customer’s power is interrupted during a specified
time period

° System Average Interruption Duration Index (“SAIDI”) is the average
duration of interruptions for customers served during a specified time period

The IEEE also recognizes the concept of Major Event Days (“MED”), which factors out
events such as hurticanes, tornados, floods and other events that cannot be predicted,
avoided and/or are considered not repeating. There is a specific methodology to identify a

MED arithmetically and adjust the statistics.

Generalized averages for these indices are available, but any utility’s performance must be
evaluated within the context of its demographic and geographic characteristics. For example,

a suburban utility with a high customer density can often respond to an outage much faster
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1 than a rural utility (due to shorter travel distances) and the compact configuration of its
2 system may have inherent redundancy and more extensive automatic equipment, which will
3 reduce outage times. Systems with high percentages of underground equipment may have
4 lower outage rates but may take longer to repair if an outage occurs. Conditions, such as
5 lightning, salt spray, and birds in a utility’s service tertitory, may also impact the indices,
6 although the utility can address some of the impact of these conditions by engineering design
7 standards.
8
9 Table 2: IEEE Petformance Indices Benchmark Standards®
10
Performance Indices
IEEE Benchmark Standards 2012 2013 2014
CAIDI - 1st Quartlle <93 <92 <1
CAIDI - 2nd Quartile 94-110 93107 52104
CAIDI - 3rd Quartile 171130 | 108127 | _105-127
SAIFT - st Quartile <89 <85 <86
SAIFT-2nd Quartiie 50108 | _861.08 | 87107
SAIFI - 3rd Quartile 1.09-1.39 | 1.05-1.36 | 1.08-1.33
SAIDI - 15t Quartile <53 <85 <86
SAIDI - 2nd Quariile 94-126 6-115 87-115
SAIDI - 3rd Quartile 127163 | _116-158 _|_116-159
11
12 Table 3: Setrvice Reliability Indices®
13
14 Service Reliability Indices
UNS Electric 2010 201 2012 2013 2014
CAIDI 6117 71.04 68.79 61.32 65.75
15 SAIFI 0.88 151 146 178 087
SAIDI 53.92 107.26 10051 108.36 57.25
16
17

15 Institute of Electrical and Electronics Engineers (IEEE) Benchmark Year 2015, Results for 2014 Data,
http://grouper.ieee.org/groups/td/dist/sd/doc/2015-09-Benchmarking-Results-2014.pdf.

16 Source data: 2010 through 2012 — STF 4.38 from Docket No. E-04204A-12-0504.

Source data: 2013 through 2014 — UNSE response to STF 4.20, attachments 2013 Monthly and Annual Indices
Report.xlsx and 2014 Monthly and Annual Indices Report.xlsx.
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Safery

The information in Table 3 was initially provided by the Company as the combined
petformance of its Santa Cruz and Mohave operations. In the prior case, Staff recommended
that the indices be available service area by service area. The Company was able to provide

the data on the recommended disaggregated basis for 2013 and 2014.

The Company’s petformance for 2012-2014 shows the average customer experienced
outages lasting about 65 minutes, which is among the first quartile of the EEI data. A
customet would expect one or two outages a year, which is among the third or fourth quartile
of the EEI data but not surprising due to the rural nature of the Company’s setvice tertitory.
Restoration took between one and two hours during that period, which is among the second

quattile of the EEI data and is positive considering the Company’s service tertitory.

Based upon the data trends, size of the Company, demographic and geographical conditions,

and the above statistics, the service reliability of the Company 1s considered reasonable.

The Company’s Senior Director 1s also the leader of Corporate Safety for both TEP and the
Company. The Company uses a full-time “safety rover” to monitor Company crews and
contractors. Weekly safety meetings are held and work-specific tailboard sessions are

conducted. A Corporate Safety meeting is held monthly.

UNSE witness Terry Nay emphasized the Company’s philosophy for operational safety by
testifying to its “Target Zero” safety strategy, which includes elements of (1) active safety
leadership, (2) increased employee involvement and engagement in safety activities, and

hazard control and regulatoty compliance. Based on this strategy, significant improvement
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1 has been made, reducing its total recordable incident rate from 4.85 in 2013 to 2.72 in 2014."
2 However, this still ranks higher than the 2.50 industry average reported by the Bureau of
3 Labor Statistics for 2013."®
4
5 Based upon the processes desctibed and the above statistics, the safety program of the
6 Company is considered reasonable.
7
8 No specific recommendations are made for these areas of the review.
9
10 Q. What conclusions did you draw about the Company’s assets?
11 A. Our evaluation included an examination of the results of the questionnaires (previously
12 described in detail above), which contained no unusual replies ot conditions.” For example,
13 the Company reported a 1.6-minute outage due to a minor problem during start-up of a
14 major transmission line. Most projects were completed under budget by the selected low
15 biddet.
16
17 My field visits included two days in Tucson to accomplish the bulk of the interviews,
18 including area management for both the Santa Cruz County operating area and the
19 Kingman/Lake Havasu operating area. I spent a full day, starting in Nogales and north to
20 Tucson, viewing the operations center and observing the capital projects in that atea. During
21 my time in Tucson and Nogales and the area in between, I also observed the electrical
22 construction used and its condition. Another Blue Ridge employee spent portions of two
23 days in Kingman and Lake Havasu viewing the operations center and observing the capital
24 projects in that area. During the visits to the operating centers, we were able to observe the
17 Direct Testimony of Tetry Nay, page 3, lines 14-24.
18 2013 BLS for Electric power generation, transmission and distribution (NAICS 2211), 50-249 employees.
19 UNSE tresponse to STF 3.01 through 3.12
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1 condition of the facility, storeroom, mobile equipment, and the yard. All of the locations and
2 equipment observed during the field visits were in-place, appeared as described in the
3 questionnaire responses, were reasonably maintained, and evidenced reasonable
4 workmanship. Thus, all of the major rate base additions are considered used and useful. The
5 values of the items will be determined and specified by Blue Ridge’s Donna Mullinax,
6 testifying on behalf of Staff. No specific tecommendations are made for this area of the
7 review.

8

91 Q. What conclusions did you draw about the Company’s peak demand, system energy,
10 and the number and types of customers?

11 A. System enetgy and peak data wete reviewed by month for the petiod 2012 through 2014.%

12 Monthly load factors were calculated, and the data were plotted and examined. Data for
13 individual customer classes were also examined, and the data plots were teviewed.” No
14 unusual results were found. No specific recommendations ate made for this area of the
15 review.
16
17
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3 Q. What conclusions did you draw about the Company’s system losses?
41 A. In the ptior rate case, the Company did not have ot provide a cutrent system loss study.”
5 The loss study provided in this case is a simple input-versus-output accounting study,
6 covering 12 individual months at the transmission and distribution level” The loss study
7 provided does not include losses associated with transmission of energy over the
8 interconnected Westetn Area Power Administration (“WAPA”) >
9
22 Docket No. E-04204A-12-0504 STF 2.23
2 UNSE tesponse to STF 2.062
2 Company email from C Jones 10/13/15 @ 3:12 AM Item 4
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Q.

Blue Ridge recommends that the Company perform a loss study covering various levels
(equipment and voltage), such as transformation and line losses, which would require
engineeting input. This loss study should also be integrated with the Company’s load

research, which uses a different estimate of system losses.

What conclusions did you draw about the Company’s planning process?

A.  The planning process was investigated to ensure that projects selected for construction are

determined in an appropriate fashion based on reasonable planning criteria and processes.
Without this foundation the usefulness of individual items cannot be determined. My review

of the Company’s planning process involved a number of areas.

Load Forecasting

The load forecasting process is a bare-bones process that is primarily performed for revenue
forecasting. The residential class forecast is a bottoms-up methodology based upon the
number of customers and the usage per customer, which is developed through regressions
based on average temperature and inputs from multiple sources, such as IHS, local colleges,
and public information. Separate forecasts are developed for Santa Cruz, Kingman, and Lake
Havasu due to different weathet conditions. The dispersion of the residential kilowatthours

is made by allocation from past history.

The commercial forecast is dtiven from the residential forecast, which is not uncommon in

the industry.

The large industrial forecast is a trend of the existing customers supplemented by information

from some of those customers. Prior to 2015, the Company did not have any directly
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assigned account representatives.”” The change to directly assigned representatives should

provide better forward-looking information on this class.

The Company uses analysis and backcasting to determine the reasonableness of its models.
The recent drop in summer usage has been somewhat perplexing to the Company, and the
Company opined that distributed generation and enetgy efficiency could explain some of the
drop and it might also be the result of more efficient lighting and air-conditioning.

Therefore, the Company is considering the use of end-use models to enhance its forecasts.

The Company’s load forecasting process is reasonable for the size of the Company and no

specific recommendations are made for this area of the review.

Load Research
Load research utilizes the existing partially installed Advanced Metering Infrastructure
(“AMI”). The Company’s AMI installation is a one-way system using a fixed area radio
network. For the residential class, approximately 1,000 AMI meters have been randomly
selected to represent the class. The usage per customer of the AMI subset has been
compared to the usage per customer of the customer base and determined to be a reasonable
approximation. The commercial class is handled similarly. All industrial customers have
interval metets (some of which are AMI), and the unmetered lighting class is calculated using

the bulb wattage but does not include the associated lamp ballast loads.

The Company confirms the reasonableness of its load research by comparing the aggregated
load to actual loads on its system. The Company uses an estimated loss factor of 9 percent,

noting that WAPA charges an arbitrary 3 percent for losses across its transmission system.

% UNSE tesponse to STF 2.072
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1 This 9 petrcent loss factor is greater than the value used in the Company’s loss study® in this
2 case. The differences arise from the consideration of the losses due to transmission through
3 WAPA and that the two loss factors are developed using different methods.
4
5 The Company is supplementing North American Industry Classification System data with
6 Nielsen data to allow further analysis capability in the future.
7
8 Load research results are used by the Rates Department and, in the aggregate, by capacity
9 planning. Distribution engineering generally depends on substation level data as opposed to
10 load research.
11
12 The Company’s load research process is reasonable for the size of the Company. Blue Ridge
13 recommends the Company coordinate its loss factors for load research with an engineering-
14 based loss study (recommended above).
15

16| Capacity Planning

17 The capacity planning review began with the impact of the two past Integrated Resoutce
18 Planning (“IRP”) analyses. The Company highlighted the concerns about UNSE’s reliance
19 on the energy market, which led to the purchase of the share of Gila River Unit #3 in concert
20 with TEP. At present, the Company considers that it has significant flexibility at the Palo
21 Verde hub, which offers access to 4,000 to 5,000 megawatts of capacity. Short-term supply
22 planning is focused on having 90 percent of the Company’s requirements under contract at
23 the beginning of the calendar year and the remaining amount before the summer.

24

25 Using the load forecast and distributed generation impacts, the capacity planning group

26 UNSE response to STF 2.062




H

O 00 a3 N D

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

26

Direct Testimony of Howard Solganick
Docket No. E-04204A-15-0142
Page 20

generates scenarios that include information/forecasts from multiple sources, such as
McKinsey & Company, Pace Global, Energy Information Administration (“EIA”), and
others. Besides the base plan, they also generate a number of scenarios required by the

Commission.

The capacity plan is circulated to transmission planning, environmental, energy efficiency,
renewables, corporate communications, and regulatory personnel. The approval process is
somewhat informal as no transmittal document with required signatures is prepared but
instead consists of a series of emails that reflect the various interchanges that occurted among
the officers involved. Much of this interchange can occur at the regular Monday morning
officers’ meeting. Once the IRP is finalized it becomes the reference case and effectively
drives the “corporate strategy/mission.” Other important documents and plans, such as the
energy efficiency implementation plan (June) and the renewable enetgy plan (July), are

interconnected with the capacity plan.

The Company’s capacity planning process is reasonable for the size of the Company and no

specific recommendations are made for this area of the review.

Capital Budgeting
The Company’s budget process has been accelerated by Fortis, requiring an eatlier starting
point (March/April). The capital budget begins with defining the number of full-time
employees (“FTEs”) available and considers the split between operations and maintenance
(“O&M”) and capital projects. The process covers 18 functional groups. The budget group
issues a budget letter specifying customer counts, commodity costs, labor increases, and
outside services. The contributors are asked for a five-year forecast (labor and material) that

is detailed (monthly) for the first year and annualized for years four and five. Individual




Direct Testimony of Howard Solganick
Docket No. E-04204A-15-0142
Page 21
1 project contingencies ate discouraged. Each of the individual areas generates a list of
2 potential projects (and blankets), which are analyzed within the respective areas but are
3 simultaneously tracked by the budget group. The individual groups’ lists are culled down
4 through an internal review; however, marginal projects (those not in the budget) are
5 maintained (if needed later within the process).
6
7 In July, the vatious categories are rolled up for the Company and reviewed in a half-day
8 session consisting of all officers, including the Chief Executive Officer. The individual areas
9 make the presentations; however, the budgeting group adds costs for standard items, such as
10 Allowance for Funds Used during Construction and Administration & General along with
11 estimated in-service dates.
12
13 The financial forecast, which provides a 10-year view, is generated in September and October.
14 The Rate Department, which has continuing input, focuses on the rate impact of the financial
15 forecast. This forecast can be used to trigger events such as financings and rate cases. The
16 board approves the capital spent in December and reviews the financial forecast, which is
17 approved at the February board meeting. In the future, this approval is expected to happen
18 by December to meet Fortis’s requirements.
19
20 After approval by the board, a monthly budget review meeting reviews the results. The
21 budgeting group provides monthly spend and quarterly and year-end reforecasts. The focus
22 is O&M and occurs at months 2, 5, and 8. Variances are reviewed based on a standard of
23 $200,000 per project, and any vatiance over $500,000 requires officer review. Projects not in
24 the budget are also measured. By definition, a deferral is due to internal causes, and a delay is
25 due to extetnal causes. While the budgeting group assembles the information, each business
26 area is responsible for its budget.
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The Company’s capital budgeting process is reasonable for the size of the Company, and no

specific tecommendations are made for this area of the review.

Transmission Planning and Engineering
Transmission planning and engineering are provided by the Company’s affiliate, TEP. The
Company considers this relationship to function well. Due to the size of the Company, its
use of services from TEP is appropriate. Any review of transmission planning and

engineeting should be performed as part of a TEP proceeding.

Distribution Planning and Engineering
Distribution planning and engineering are provided by the Company’s operating areas (Santa
Cruz and Kingman/Lake Havasu) to take advantage of knowledge of local conditions,
history, and construction. Distribution circuits are reviewed on a worst performing circuit
basis and corrective action is defined and implemented. Remedies include additional
segmenting of circuits to reduce the number of customers affected, bird guards, and wire.
When needed for specialized situations, such as pole lines in high wind areas, the Company’s
distribution engineers obtain assistance from the Company’s affiliate TEP. Due to the size of

the Company, using services from TEP is appropriate.
Considering our observations of distribution construction, outage data, and interviews with
area management, performance is reasonable for the size of the Company, and no specific

recommendations are made for this area of the review.

Q. What relevant recommendations were made in the prior rate case?
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A. As part of Staff’s prior case (Docket No. E-04204A-12-0504), W. Michael Lewis, P. E.

submitted testimony on June 28, 2013. That testimony included six recommendations of

which three are relevant to this case.

Recommendation #1 which stated:
“We recommend that UNS Electtic have its distribution quality of service
indices available, upon request, for review by Staff on a monthly and calendar
year basis. Additionally, we recommend that these indices be by calendar year
on a service area by service area basis, as well as on an overall system-wide
basis. These indices are the Customer Average Interruption Duration Index
("CAIDI"), the System Average Interruption Frequency Index ("SAIFI"),

and the System Average Interruption Duration Index ("SAIDI").”

Blue Ridge developed data request STF 4.20, then examined the Company’s response, which
includes service quality indices in the aggregate for the Company and on a service area basis
for the Kingman/ILake Havasu and Santa Cruz areas. The Company has met this prior

recommendation, which should continue.

Recommendation #3 which stated:
“We recommend that UNS Electric ptepare on an annual basis a listing of
the worst performing circuits identified by setvice area and reliability indices
and adopt a program similar to that implemented by TEP to target annual
circuit maintenance toward circuits identified by indices value and survey as

representing the most efficient means of improving SAIFI values.”
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Blue Ridge developed data request STF 4.14 and STF 4.20, then examined the Company’s
responses, which includes the Company’s 2013 and 2014 Critical Circuit Analysis for the
Kingman/Lake Havasu and Santa Cruz areas, which includes service quality indices and worst
petforming circuits fot the Kingman/Lake Havasu and Santa Cruz areas.

The Company has met this prior recommendation, which should continue.

Recommendation #5 which stated:
“UNS Electric maintenance scheduling should continue to include thermal
scanning of the substation/switchyard bus and connected lines on a regular

basis, including the BMGS.”
Blue Ridge developed data request STF 4.20, and then examined the Company’s response,
which includes thermal scanning results for substations. The Company has met this prior

recommendation, which should continue.

Q. Does this conclude your direct testimony?

A. Yes, it does.
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Testimony - Howard Solganick

Arizona Corporation Commission

Case — UNS Electric Docket No. E-04204A-12-0504 (June 2013 and July 2013)

Client - Staff of the Arizona Corporation Commission

Scope - Testimony covered revenue decoupling, cost of service, revenue allocation, rate design and other
related issues.

Case — Tucson Electric Power Company Docket No. E-01933A-12-0291 (December 2012 and January
2013)

Client - Staff of the Arizona Corporation Commission

Scope - Testimony covered revenue decoupling, cost of service, revenue allocation, rate design and other
related issues.

Case — Arizona Public Service Company Docket No. E-01345A-11-0224 (November and December
2011)

Client - Staff of the Arizona Corporation Commission

Scope - Testimony covered revenue decoupling, cost of service, revenue allocation, rate design and other
related issues.

Public Service Commission of Delaware

Case - Delmarva Power & Light Company Docket No. 10-237 (October 2010)

Client - Staff of the Delaware Public Service Commission

Scope - Testimony covered cost of service, revenue allocation, rate design and other related issues
including revenue stabilization and miscellaneous charges.

Case - Delmarva Power & Light Company Docket No. 09-414 (February 2010)

Client - Staff of the Delaware Public Service Commission

Scope - Testimony covered cost of service, revenue allocation, rate design and other related issues
including revenue stabilization and weather normalization.

Case - Delmarva Power & Light Company Docket No. 09-277T (November 2009)

Client - Staff of the Delaware Public Service Commission

Scope - Testimony covered an analysis of a straight fixed variable rate design for small gas customers and
implementation issues. '

Case - Delmarva Power & Light Company Docket No. 06-284 (January 2007)

Client - Staff of the Delaware Public Service Commission ‘

Scope - Testimony covered cost of service, revenue allocation, rate design and other related issues
including revenue stabilization or normalization.

Georgia Public Service Commission

Case — Atlanta Gas Light Company Docket No. 31647 (August 2010)

Client — Public Interest Advocacy Staff of the Georgia Public Service Commission

Scope - Testimony covered revenue forecast, cost of service, revenue allocation, rate design and other
related issues.
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Case — Atmos Energy Corporation Docket No. 27163 (July 2008)
Client — Public Interest Advocacy Staff of the Georgia Public Service Commission
Scope - Testimony covered rate design and other related issues.

Jamaica (West Indies) Office of Utility Regulation

Case - Electricity Appeals Tribunal (August 2007)

Client - Jamaica Public Service Company, Ltd.

Scope - “Witness Statement” on behalf of the Jamaica Public Service Company Limited. This Statement
covered issues relating to recovery of expenses incurred due to Hurricane Ivan.

Maine Public Utilities Commission

Case - Northern Utilities, Accelerated Cast Iron Replacement Program Docket No. 2005-813 (2005)
Client - Public Advocate of the State of Maine

Scope - Testimony covered an analysis of the program’s economics and implementation.

Public Service Commission of Maryland

Case - Chesapeake Utilities Corporation Case No. 9062 (August 2006)

Client - Office of the Maryland People’s Counsel

Scope - Testimony covered cost of service, rate design and other related issues.

Case - Baltimore Gas & Electric’s (1993)
Client - As president of the Mid Atlantic Independent Power Producers
Scope - Testimony covered BG&E’s capacity procurement plans.

Michigan Public Service Commission

Case - Consumers Energy Company Case No. U-15245 (November 2007)
Client - Attorney General Michael A. Cox (Don Erickson, Esq.)

Scope - Testimony covered cost of service, rate design and revenue allocation.

Case - Consumers Energy Company Case No. U-15190 (July 2007)
Client - Attorney General Michael A. Cox (Don Erickson, Esq.)
Scope - Testimony covered issues related to Consumers Energy’s gas revenue decoupling proposal.

Case - Consumers Energy Company Case No. U-15001 (June 2007)
Client - Attorney General Michael A. Cox (Don Erickson, Esq.)
Scope - Testimony covered issues related to Consumers Energy and the MCV Partnership.

Case - Consumers Energy Company Case No. U-14981 (September 2006)

Client - Attorney General Michael A. Cox (Don Erickson, Esq.)

Scope - Testimony covered issues relating to the sale of Consumers interest in the Midland Cogeneration
Venture.

Case - Consumers Energy Company Case No. U-14347 (June 2005)
Client - Attorney General Michael A. Cox (Don Erickson, Esq.)
Scope — Testimony covered cost of service and revenue allocation.
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Missouri Public Service Commission

Case — AmerenUE Storm Adequacy Review (July 2008)

Client — KEMA/AmerenUE

Scope — Oral testimony covered KEMA’s review of AmerenUE’s system major storm restoration efforts.

Case — Veolia Energy Kansas City, Inc. File No. HR-2011-0241 (September 2011)

Client — City of Kansas City, Missouri

Scope — Testimony covered various aspects of the Company’s tariff provisions and the impact on the City
of Kansas City.

New Jersey Board of Public Utilities

Case - Cogeneration and Alternate Energy Docket # 8010-687 (1981)

Case - PURPA Rate Design and Lifeline Docket # 8010-687 (1981)

Case - Atlantic Electric Rate Case - Phases I & II Docket # 822-116 (1982)

Case - Power Supply Contract Litigation — Wilmington Thermal Systems Docket # 2755-89 (1989)

Case - NJBPU Atlantic Electric Rate Case - Phase II (1980-81) Docket # 7911-951 (Before the
Commissioners of the New Jersey Board of Public Utilities)

Client - Employer was Atlantic City Electric Company.

Scope - The cases listed above covered load forecasting, capacity planning, load research, cost of service,
rate design and power procurement.

Public Utilities Commission of Ohio

Case - The Application of Ohio Edison Company, The Cleveland Electric lluminating Company, and
The Toledo Edison Company Case 07-551-EL-AIR (January 2008)

Client - Ohio Schools Council

Scope - Testimony covers issues related to rate treatment of schools.

Case - The Application of the Columbus Southern Power Company 08-917-EL-SSO and the Ohio Power
Company Case 08-918-EL-SSO (October 2008)

Client - Ohio Hospital Association

Scope - Testimony covers issues related to rates for net metering and alternate feed service and related
treatment of hospitals.

Pennsylvania Public Utilities Commission

Case - York Water Company Docket No. R-00061322 (July 2006)

Client - Pennsylvania Office of Consumer Advocate

Subject - Testimony covered cost of service, rate design and other related issues, also supported the
settlement process.

Case — Pennsylvania- American Water Company Docket No. R-2008-232689 (August 2010)

Client — Municipal Sewer Group

Subject - Testimony covered capacity planning, construction, treatment of future load and associated
revenue, cost of service, rate design, capacity fee and other related issues.
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Case — Pennsylvania- American Water Company Docket No. R-2008-232689 (August 2008)
Client — Municipal Sewer Group

Subject - Testimony covered cost of service, rate design, capacity fee and other related issues, also
supported the settlement process.

Public Utilities Commission of Texas

Case — Determination of Hurricane Restoration Costs Docket No. 36918 (April 2009)

Client — CenterPoint Energy Houston Electric, LLC

Subject — Testimony covered the reasonableness of the client’s Hurricane Ike restoration process for an
outage covering over two million customers and a restoration period of 18 days
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EXECUTIVE SUMMARY
UNS ELECTRIC, INC.
DOCKET NO. E-04204A-15-0142

This testimony addresses the proposed pro forma adjustments to operating income from the
Transmission Cost Adjustor (“TCA”), Demand-side Management (“DSM”), and Renewable Energy
Standard and Tarnff (“REST”) adjustors.

UNS Electric, Inc. (“UNSE”) has proposed Revenue Requitement Adjustments which
reduce Operating Income by $14.531 million for the TCA and $1.534 million for the REST & DSM

adjustors. Staff has reviewed these adjustments and made recommendations in the testimony to
tollow.
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INTRODUCTION

Q. Please state your name, occupation, and business address.

A. My name i1s Eric Van Epps. I am a Public Utilities Analyst employed by the Arizona
Corporation Commission (“ACC” or “Commission”) in the Utilities Division (“Staff”). My

business address is 1200 West Washington Street, Phoenix, Arizona 85007.

Q. Briefly describe your responsibilities as a Public Utilities Analyst.

A. In my capacity as a Public Utilities Analyst, I provide recommendations to the Commission
on matters involving electric and gas utilities. I also perform studies on ancillary issues
pertaining to matters in and around the electric utility industry. I have been employed with

the Commission for three yeats.

Q. What is the scope of your testimony in this case?
A. I will address the Transmission Cost Adjustor (“TCA”), Demand-side Management (“DSM”)

and Renewable Energy Standard and Tanff (“REST”) for UNS Electric, Inc. (“UNSE” or

“Company”).
Q. Have you reviewed the testimony submitted by the Company in this case?
A. Yes. I reviewed the testimonies of Company witnesses, Mr. Craig A. Jones and Mr. David J.

Lewis, specifically the Open Access Transmission Tariff (“OATT”), REST and DSM revenue

requirement adjustments.

Mr. Jones is proposing a revenue requirement adjustment which reduces operating income by
$14.531 million. This adjustment is associated with moving the 2015 OATT rate into base

rates. Mr. Lewis is proposing a revenue requirement adjustment which reduces operating
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income by $1.534 million. This adjustment excludes, from test-year revenue, expense activity

directly related to REST and DSM adjustor programs.

SUMMARY OF TESTIMONY AND RECOMMENDATIONS

Q.
A.

Please summarize your Revenue Requirement adjustment tecommendations.

My revenue requirement adjustment recommendations are summarized in the following table:

Table 1
Per Company Per Staff Staff Adjustment
OATT $14,531,456 $14,511,531 ($19,925)
REST & DSM $1,534,105 $1,534,105 -

TRANSMISSION COST ADJUSTOR (“TCA”)

Q.
A.

————’»

Why has the Company requested a revenue requirement adjustment for the TCA?

The methodology approved in UNSE’s last rate case provided for a transmission cost
recovery mechanism that is collected partly in base rates through the OATT with the
remaining costs collected through the TCA rates. UNSE is requited to update its
transmission rate annually with new rates going into effect the first billing cycle in June. The

proposed OATT revenue adjustment is a product of the Company’s 2015 TCA filing.

What is the OATT?

The OATT 1s a rate schedule approved by the Federal Energy Regulatory Commission
(“FERC”). A portion of the transmission costs UNSE is authorized to recover is embedded
in UNSE’s base rates (established in the last rate case). FERC has approved a “formula rate”
for UNSE through which the OATT rates are revised each year. When a new OATT rate is
calculated each year, the difference between the new OATT rate and the portion already

embedded in base rates is collected through the TCA.
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Each year, Staff reviews the data supporting the new OATT calculations and the support for
the revised TCA rates. Staff and UNSE wortk to resolve any discrepancies Staff may uncover

in the calculation.

Do you accept the Company’s OATT pro forma adjustment to reduce operating
income by $14,531,456?

Not entirely. On May 1, 2015, UNSE filed with the Commission its proposed TCA rates.
Subsequent to the filing, UNSE and Staff discussed tevisions to the proposed TCA rates. As
a result of such discussions, UNSE ultimately filed revised TCA rates on May 28, 2015. The
revised TCA rate filing adopted an updated OATT revenue requitement of $14,511,531.
Therefore, Staff recommends revising the revenue adjustment to incorporate the updated

OATT revenue requirement filed on May 28, 2015.

Why did Staff have UNSE revise its proposed TCA filing?
Staff requested that UNSE update its TCA filing to reflect ctedits for revenues collected from
short-term transmission services. In addition, Staff found other clerical discrepancies which,

when corrected, caused a change in the proposed rates.

DEMAND-SIDE MANAGEMENT (“DSM”)

Q.

Why has the Company requested a tevenue requirement adjustment for its DSM
program?

The DSM program has a separate funding mechanism. Thus, UNSE has requested that the
expense activity directly related to the DSM program be excluded from test-year revenue and

expenses.
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What is the expense activity directly related to the DSM progtam?
Based on the Company’s working papers, the DSM program incurred $40,330 in expenses
during the 2014 test year.

Were you able to reconcile DSM expenses against the Company’s Annual DSM
Progress Report?
Yes, within a de minimis amount Staff was able to reconcile the working papers against the

Annual DSM Progtess Report.

RENEWABLE ENERGY STANDARD AND TARIFF (“REST”)

Q.

Why has the Company requested a revenue requitement adjustment for its REST
program?

The REST program has a separate funding mechanism. Thus, UNSE has requested that the
expense activity directly related to the REST program be excluded from test-year revenue and

expenses.

What is the expense activity directly related to the REST program?

Based on the Company’s working papers, the REST program incutred $1,493,776 in expenses
during the 2014 test year.

Were you able to reconcile REST expenses against the Company’s Annual REST
Compliance Report?

Yes, within a de minimis amount Staff was able to reconcile the working papers against the

Annual REST Compliance Report.
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Q. Do you accept the Company’s REST and DSM pro forma adjustments to reduce
operating income by a total of $1,534,105.76?

A. Yes, the pro forma adjustment which reduces operating income by $1,534,106 is reasonable

and adequately excludes revenue and expense activity directly related to monies collected

through the REST and DSM adjustor programs.

Q. Does this conclude your direct testimony?

A. Yes, it does.
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EXECUTIVE SUMMARY
UNS ELECTRIC, INC.
DOCKET NO. E-04204A-15-0142

My testimony addresses UNS Electric, Inc.’s proposed changes to its Rules and Regulations.
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1| INTRODUCTION

2] Q. Please state your name and business address.
3 A. My name is Candrea Allen. My business address is 1200 West Washington Street, Phoenix,
4 Arizona 85007.
5
6 Q. By whom are you employed and in what capacity?
T A I am employed by the Arizona Corporation Commission (“Commission™) in the Utilities
8 Division (“Staff”) as a Public Utilities Analyst. I provide recommendations on vatious utility
9 applications to the Commission. I have been employed by the Commission since 2006.
10
11 Q. As part of your responsibilities were you assigned to review mattets contained in this
12 Docket?

13 A. Yes.

14

15 Q. What is the scope of your testimony in this case?

16 A. My testimony will be limited to Staffs positions and recommendations relating to UNS
17 Electric, Inc.’s (“UNSE” or “Company”) proposed changes to its Rules and Regulations.

18

19| DIRECT TESTIMONY

20 Q. Will you be addressing all of the changes UNSE has proposed in this rate case?

21 A. No. Many of UNSE’s proposed changes are non-substantive and merely clarifications to the
22 current Rules and Regulations. Staff supports these proposed changes.

23

24 I will only be addressing what Staff believes to be the substantive changes proposed by
25 UNSE included in the Direct Testimony of Craig Jones and Denise Smith. Staff’s

26 recommendations are discussed below, by section, of the Rules and Regulations.
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Section 4 — Minimum Customer Information Requirements

Q. What changes are being made to Section 4 of UNSE’s Rules and Regulations?

A. UNSE is proposing to add language that would allow the Company to chatge its customers
when a customer requests consumption history and/or interval data history. The proposed
Consumption History Request and Interval History Request charge is also reflected in

UNSE’s Statement of Charges at $65.00 per hour of customer support.

Q. What are Staffs recommendations regarding the proposed changes to Section 4?

A. The Direct Testimony of Craig Jones indicates that the proposed charge only applies should a
customer request this information mote than once in a 12-month period. Staff believes, that
for clarification, the proposed language should specify that the Consumption History Request
and Interval Histoty Request would only apply to those customers who request the
information more than once in a 12-month period. Staff recommends inserting the following
sentence to Section 4.A.6.:

This charge will only apply to customers who request this information
more than once in a 12-month period.

The Statement of Charges should also reflect Staff’s recommendation, as a footnote.

In addition, Staff notes that the Direct Testimony of Staff Consultant Howard Solganick will
be addressing the proposed consumption history/interval data history charge as part of
Statement of Charges in rate design testimony scheduled to be filed on December 9, 2015.
Any recommendations included in the testimony of Mr. Solganick regarding the proposed
consumption history/interval data history charge that may impact the language included in

the Rules and Regulations should also be incorporated.
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Section 10-Meter Reading

Q. What changes are being made to Section 10 of UNSE’s Rules and Regulations?

A. UNSE’s proposed Automated Meter Opt-Out language states that customers may request
meters that do not transmit data wirelessly and that UNSE will charge a Special Meter
Reading Fee and Automated Meter Opt-Out Set-Up Fee for those customers as specified in

its Statement of Charges.

Q. What ate Staff's recommendations regarding the proposed changes to Section 10?

A. For those customers who choose to not have an automated meter installed or wish to replace
an automated meter with a non-transmitting meter, the Special Meter Reading Fee (which
would apply to customer self-reads) would be a monthly recurring charge of $26.00.
Therefore, Staff recommends that UNSE clarify that customers will only be subject to the
Special Meter Reading Fee on a monthly basis should they request to replace an automated

meter with a non-transmitting meter or continue the use of a non-transmitting meter.

Staff also recommends that UNSE clarify that the proposed Automated Meter Opt-Out Set-
Up Fee of $196.00 will only apply to those customers who request the removal of an
automated meter. UNSE has not completed full deployment of automated meters, therefore,
customets who cutrently have a non-transmitting meter would not be subject to the proposed
Automated Meter Opt-Out Set-Up Fee. Staff recommends the following be added to Section
10.H.:

For Customers who choose to not have an automated meter installed

ot wish to teplace an automated meter with a non-transmitting meter,

the Special Meter Reading Fee will be a monthly recurring charge.

The Automated Meter Opt-Out Set-Up Fee will only apply to those

customers who tequest the removal of an automated meter.
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1 The Statement of Charges should also reflect Staff’s recommendations.
2
3 Staff notes that the Direct Testimony of Staff Consultant Howard Solganick will be
4 addressing the amount of the proposed Special Meter Reading Fee and Automated Meter
5 Opt-Out Set-Up Fee as patt of Statement of Charges in rate design testimony scheduled to be
6 filed on December 9, 2015. Any recommendations included in the upcoming testimony of
7 Mr. Solganick regarding the proposed Special Meter Reading Fee and Automated Meter Opt-
8 Out Set-Up Fee that may impact the language included in the Rules and Regulations should
9 also be incorporated.

10

L1 || Section 11-Billing and Collection
121 Q What changes ate being made to Section 11 of the Rules and Regulations?

13| A. UNSE is ptoposing two changes to Section 11 that Staff believes need to be clarified.

1) UNSE is proposing to modify Section 11.1.6. Staff does not oppose the proposed change.
However, Staff recommends that UNSE add “listed in the Statement of Charges” to the end
of the sentence to read:
A deferred payment agreement does not relieve the unpaid balance
from being assessed a monthly late charge, in accordance with the
current late payment fee petcentage rate listed in the Statement of
Chatges.
Staff believes that UNSE should clatify whete the actual rate for the monthly late chatge,

referenced in this section, can be found.
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2) UNSE is proposing to modify Section 11.L.2 by replacing the word “incurred” to
“assessed”. Staff does not oppose the proposed change. However, for clarification purposes,
Staff recommends that UNSE add “by the Company” to the end of the sentence to read:

If a collection agency referral is warranted for collection of unpaid final

bills, Customer will be responsible for associated collection agency

fees assessed by the Company.

Section 12-Termination of Service

Q. What changes are being made to Section 12 of the Rules and Regulations?

A. UNSE is proposing to add Sub-section 12.H which reads:
In the event a Customer provides the Company with documentation
certifying that the Customer depends on electricity to power a life-
sustaining medical device or if a Customer’s medical condition
warrants continuous electrical service and the Customer accumulates
debt equivalent to a three (3) month bill, in lieu of disconnection of
service, the Company may limit the amount of current flowing into the
premises to operate medical devices and basic appliances, such as
refrigeration, water supply, ligchting and small motots in the heating
system.

UNSE states that it would only limit service as a last resort when all other attempts to work

with a customer have been exhausted, regatding bill payment status.’

Q. What are Staff’'s recommendations regarding the proposed changes to Section 12?
A. Staff believes that limiting the amount of electricity to a customer that requires electricity to

power life-sustaining medical devices or if a customer’s medical condition warrants

! UNSE response to STF 14.16 (Attachment CA-1)
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continuous service could potentially have a significant negative impact on the health of a
customer. Staff does not have information about which electticity using devices/equipment

(e.g. the actual medical device or an air conditioning unit) would be affected.

Further, UNSE indicates that it cutrently has approximately 560 customers with a life-
sustaining medical device or medical conditions that warrant continuous electrical service and
of these only nine accounts have been delinquent for 90 days or more.> Staff believes this is
an insignificant number of UNSE’s total customers and that their medical circumstances
could present hazardous and unsafe conditions if setrvice is limited. Therefore, Staff
recommends that UNSE’s proposed sub-section 12.H not be approved for inclusion in its

Rules and Regulations.

SUMMARY OF RECOMMENDATIONS
Q. Please summarize Staff’s recommendations.
A. Staff makes the following recommendations:

o That UNSE clarify that the consumption history/interval data history charge only
applies if a customer requests the information more than once in a 12-month period.
The Statement of Charges should also reflect Staff’s recommendation.

. That UNSE specify that customers will be subject to the Special Meter Reading Fee
on a monthly basis when they request to continue to use a non-transmitting meter or
teplace an automated meter with an analog meter.

o That UNSE clarify that the Automated Meter Opt-Out Set-Up Fee will only apply to
those customers who curtently have an automated meter but request that the
automated meter be removed and replaced by a non-transmitting meter. Customers

who currently have an analog meter would not be subject to the proposed Automated

2 UNSE tesponse to STF 14.14 (Attachment CA-2)
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Meter Opt-Out Set-Up Fee. The Statement of Charges should also reflect Staff’s
recommendations.
. Staff recommends that UNSE add “listed in the Statement of Charges.” to the end of
Sub-section 11.L.6.
. Staff recommends that UNSE add “by the Company.” to the end of Sub-section
11.L.2
Q. Does this conclude your direct testimony?

A. Yes, it does.




ATTACHMENT CA-1

UNS ELECTRIC INC.'S RESPONSE TO STAFF’S FOURTEENTH SET OF DATA
REQUESTS REGARDING THE 2015 UNS ELECTRIC RATE CASE
DOCKET NO. E-04204A-15-0142
September 28, 2015

STF 14.16

Under what circumstances would UNSE not limit electric service to a customer specified under
Subsection 12.H. regardless of the customer’s bill payment status?

RESPONSE:

UNS Electric views limiting service as a last resort effort, and only after all attempts to work with
a customer have been exhausted. Each case would be reviewed individually, and UNS Electric
will ensure this measure, when employed, will not present a hazardous or otherwise unsafe
condition to those occupying a premise.

RESPONDENT:
Brian Bub
WITNESS:

Denise Smith

Arizona Corporation Commission (*Commission™) UniSource Energy Services (“UES™)
Fortis Inc. (“Fortis™) UniSource Energy Development Company (“UED”)
Tucson Electric Power Company (“TEP”) UNS Electric, Inc. (“UNS Electric” or the “Company™)

UNS Energy Corporation (“UNS”) UNS Gas, Inc. (“UNS Gas™)




ATTACHMENT CA-2

UNS ELECTRIC INC.'S RESPONSE TO STAFF’S FOURTEENTH SET OF DATA
REQUESTS REGARDING THE 2015 UNS ELECTRIC RATE CASE
DOCKET NO. E-04204A-15-0142
September 28, 2015

Section 12: Termination of Service

STF 14.14

In how many instances during the past 3 years has UNSE had a customer with a life-sustaining
medical device or medical condition that warrants continuous electrical service been delinquent
on bill payments for three (or more) months?

RESPONSE:

UNS Electric does not have records to adequately answer the question over the last three years.
However, currently, there are approximately 561 active accounts with a life-sustaining medical
device or medical condition that warrants continuous electrical service. Of those, nine accounts
are in arrears 90 days or more.

RESPONDENT:
Brian Bub
WITNESS:

Denise Smith

Arizona Corporation Commission (“Commission™) UniSource Energy Services (“UES™)
Fortis Inc. (“Fortis™) UniSource Energy Development Company (“UED”)
Tucson Electric Power Company (“TEP”) UNS Electric, Inc. (“UNS Electric” or the “Company™)

UNS Energy Corporation (“UNS™} UNS Gas, Inc. (“UNS Gas™)
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